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FOREWORD

The following report is the latest in a series of "Studies in the Soviet
Union's International Energy Relations', prepared by researchers at the
Institute of Soviet and East European Studies at Carleton University. Professor
McMillan is a former director of the Institute; at the time of preparation of
this report, Mr. Hannigan was a research associate of the Institute's East-West
Project. ORAE regards this report as important and timely, and is therefore
distributing it in the series of Extra-Mural Papers for the benefit of its

regular readership.
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ABSTRACT

~»PThis report analyzes, in historical perspective, Soviet o0il and gas
exports to Western Europe, and attempts to explain the underlying economic
motivations for those exports. The increasing importance of oil and gas in
total Soviet hard currency earnings is studied from the viewpoint of Soviet
dependence on the energy markets of Western Europe. The report also offers
projections up to 1990 on the volume and value of Soviet oil and gas exports
to hard currency markets. These projections form the basis of a concluding
analysis of the effect on the Soviet balance of payments of the shift from

oil to gas in the structure of hard currency energy exports. < -

RESUME

Ce rapport examine d'une perspective historique les exportations
soviétiques de pétrole et de gaz naturel vers l'Europe occidentale, et
les facteurs &conomiques les stimulant. L'importance croissante de la
part du pétrole et du gaz dans les revenus soviétiques de devises étrangéres
est étudiée du point de vue de la dépendance de 1'URSS sur les marchés de
1'énergie occidentaux. Cette &tude projette jusqu'en 1990 le volume et
la valeur des exportatioms d'hydrocarbures de l'Union Soviétique, destinées
3 gagner des devises convertibles. Ces projections sont 3 la base d'une
analyse finale de 1'effet sur la balance des paiements soviétique de la
transformation qui s'effectue @ 1l'heure actuelle dans la structure des

exportations d'énergie,en faveur du gaz, mais au détriment du pétrole.
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. I. INTrRIOUCTICN: THE [S5%TUE

The controversy gver western involvenent :n the new Scviet exoort

-

pipeline (which is significantly to increase flows of Siterian natu-

ral gas to markets in western Europe bpeginning in 1984) h3s ralliea

& £ -
5L PN il

2, attention on energyy as a factor in Soviet-West European relations,

Soviet energy exports to wWest European consumers have expandec jrea-

f% tly over the past two decades, Since the miu=197Cs, however, a si1gni-
%

g ficant change in the structure of these exports has emerged, with

&

by natural gas becoming increasingly important in Soviet energy exports.
; , This study focuses on this structural shift = on its origins and on
% its implications tor the future of Soviet-West European econoric rela-

tions. The issues are complex and contrcversial, involving technolo-

gical and financials, as well as commerciales relations. we nope to

s -

contribute to their unagerstanding throujh a careful examination of

A il
N ata

the historical uevelopment of Soviet energy export policy anc beha-

viour, wWe feel tnat examination of Sovict policy objectives and their

L EYFLFe

pursuit over the (onyer-term is essential to any current assessment of
the Soviet=-West European energy relationship.

The principal findings of the study are summarized in Part [I,. In

s s

ate & aa

Part 111, the stuay traces the lLonger, post-war history of Soviet oil
relations with Wwestern Europe, While tne Soviet-West European gas re-

N lationship examineg in Part [V is of shorter duration, it is more

(A N

complex in nature, involving large=~scales, lonyg=-term contractual arran-

& g Ol 2 Y

gements linking western equipment, technology and credits to 3as

supply purchase commitments, The issues involved are exemplifiea
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:; . Il SUMMAKY OF PRINCIPAL FINDINGS ’
% 1, The contribution of exports of hycroczarbon fuets (oi1ls, cal 5?
: products and natural gas) to Soviet nard currency earrings in trdae =
% with the industrializea West rose from 27 percent in 19?20 to 68 per- :f
.: cent in 1980, anao 7?5 percent in 1981 according to official Soviet sta- ?
' tistics., Almost all of these earnings (in the case of gas, 170 per- :

tent) cerived from exports to Western Euyrope., This study documents i
N the growth of Soviet uependence on these exports in its talance of .E
I . trade with the Jdest, éa

2. The expansion of Soviet oil exports to Western Europe in the post- P
% war perioag dates from the mid-1250s. It was launched by the exploi- :

.

tation of major new fielcs in the Volya-urals regicn (the "Secona
! 8aku”) anc boosteu wy the discovery of giant fields in Western Siperia,
The volume of Soviet o0il exports to western Europe increased bdy 350

4

percent between 1960 and 1980.

3. It wass, however, price increases which especially contributed to

a e &4 4o

the growing share of oil in Soviet harg currency export revenues,

The price factor was particularly important after 1972, when the USSR

.
YL

benefited from successive rounds of OPEC price increases, although nrot

ti

Taleaa e oot
5

% e e S
LA IR

a member of the organization, 3y 1980, the value of Soviet oil ex-

i

. ports to Western Europe was fifty~three times greater than in 1960,

PLAA YL
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4, The increase 1n tne value of oil exocrts tc western Euroce 4as

also aue to 3 cnhange 1N thetr structure, The snare cf 0oil orczucts

B

]

. exports rocse, as soviet refinery capacirty expancez=,;, anc as harz cur-

Y

}

§ rangy revenyes Irgm cru3e=grl precessing wncreases, the value a:ze?
1M 2xZQrtS Jrew,

&,

i~ .

h S The 1mportance of hard currency revenues from o1l exports was

* reveaies n Soviet resgsonses to chan;ini J0mestic anc internatioral
cannItiIgnNs, Cur 4nalystis revealeg consiyeracle evilerce 'n sugcort

&)

] cf tne hygotresis tnat Soviet export pgclicy 15 directec tCc the

¥

w maintenince <f a tarjeted value of hara currancy revenues. -enta

' price rises nave oeen acccempaniec py 3Jecreases (at least 1n thne

X

1 Jroeth) of the voltume of 01l exports. Conversely., tre softening

3 of prices has witnesses attempts to expana expcrt vclume,

¥

%

4., A c¢corolltary to tnis hypothesis was found i1n terms of a1l

ex90rt structure, suviet policy has sosght to increase oil cro-

i llF L%

Juct expsrts over time, while empcloying crude o7l exports as the
policy variabtle throug4n which to pursue hard currency revenye targets,

Procducts exports are typically mgre prcfitadle than cruce 01l exports,

24y R w T A v

while the latter can ve more easily varied to meet short-terr colicy

o2jectives,

N e

i

by 7. Although the snare ot oil in Soviet 2xports has yrcreasecs, the

L

s . N . . .
Soviet share of tne west European market for 01l 1mports has remained

% 4t adout L=-6 percent since 19460, Soviet o1l exports to western Surope

X are fairly concentratec, with three countries (the FRG, France 3ng

2 .

1 .

ks

; ~f-
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ltaly) accounting for &S percent in 1973, For even these principal
customers, however, Soviet o1l representec only szsme 5-7 gercent cf

total oil i1mports,

8. Several countries tor whom Scviet oil constituterd a substantially

higher share of imports (Iceland, Austria, Switzerlang) importeds
in quantities which would not be difficult to replace on world
markets, Hence their actual import dependence on Scviet o1l 1is

less than their apparent dependence.

9. In the tate 197Us and early 1980s, as the expansion of oil pro-
duction in the Soviet union slowec down (to near zero growth 1in
1982), supply constraints on exports to Western furope began to
emerge. These were temporafily offset by the sharp rise in the
international price ot oil in 1979-83, which permittec high export
earnings to be realizea even though the volume of exports to the

Wwest was cut back (after 1978),

10. As the international price stabilized in 1981 and then
weakened in 1982, tne maintenance of haru currency earnings fronm

oil exports to western Europe (in nominal, much less in real, terms)

grew increasingly wproolematic. The Soviet reaction has been to
increase export volume as much as possible, 1n part through di- -

version of exports from Eastern Europe. -

11, Decreases in the export price of oil in early 1983, in the face

of further softening of the world market, made it doubtful that

« v e ¥
a5 s 4 aca .

in 1983 the volume uf oil exports to the West could be increased

vJ!;.;...g
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s sufficiently to srevent a gecline in their nominal value., [r the

“ longer run, the prospect of a downwarg trena 1r the real crice of f
| | .
ﬂj oils, combDined witn o iLevelling off of Soviet cutout, augur a zimini- R
7

PR shed role for o1l ¥n narg=-currency export earnings, Sncula tne 8
D) 5

real price of o1l on export markets fall sufficiently, the prcfrtac~

7s ' .
N lrty of Soviet o1l exports could be placed 'n cuestion, The average : )

T,
<
.

-
o w
-
-
.

real cost of Soviet exports presumably is risirg, given tne nigner
marginal costs ot 01( procuction as an increasing share of output 1

sourced from more urffrcult and agrstant Sirperian locations,

12. These cirrcumstdnces have magnifirec the relative importance
of Soviet exports of natural gas to western Euroce in the 192(Cs

and of plans to more than goudble Soviet ygas export capacity cy the

"'-"A_A.-.~)~_g POV -

e enad of the gecace.
\:’
N 3. The Later gevelopment of the Soviet gas irdustry has meant

that exports of ygas to> western Europe are a more recent phencmenon., 4

2ol

oeginning in 1908, Tne Soviet !Jnion became a significant net exporter

e
E- of natural gas only after 1973, Soviet exports of matural gas »Jre
N transported Ty pioeline., Because of the interconnected nature of the
I:‘
pipeltne system requireds, Soviet exports of natural gas to Eastern
'3 ang wsestern Eurvpe have been developec simultaneously.
~
;{ 14, As a result of 4 series of agreements concluced with west
. European importers, >0viet yas exports rose from 5 nem in 1974
‘ﬂ to nearly 25 pbem in 1900. These exports went to five West Euro-
>
2

-
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pean countries: tne FRG (which raceivec ne2arily half), ltalrss, France,
Austria anao Finlang (wnich imports Soaviat gas anc oiiL urser tne

terms of a bilateral trage and clearing agreement),

15. From the outset, the Soviet Union nas relied on materrais, e3uigc-
ment and associdted technology from the West for the cevelooment of
its gas sector. Imports of large-diameter pipe anc relatead cipel ne
equipment have veen especially significant in this respect, These 1im-
ports have been financed to a large Jegree by long=~term creZits which
are repaid with receipts from gas exports. This "comgensation”

format has playec a fundamental roles in the dgvetcoment cf Scviet-

West European gas relations.

16. The motivation for Soviet gas exports s troacly similar

to that underlyiny oil export policy: to generate harc currency
earnings, There i1s an important difference, however. While oil

is a "fungible” commodity which can be used (almost lLike golc)

to meet changing short=-term balance of payments requirements, gas
exports lack this flexibility, Transportation factors are such

that gas exports must ve tied to long~-term supply contractse and are
lLimited by the pipeline capacity available, Hence we find a more
stable export pattern than for oils with increases in the level of

of exports occurring as new pipeline capacity is added.
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'?7, Ffurthermore, the i1mport-depencence of Soviet gas i1ndustry
Jeve.opment (especlrally pipeline transport) has peen such tnat
3aS e1D0rt earninys have Zeen effectively tiec ta 1t, The compen-
satron *tarmat merely serves to formalize 1n some 1nstancas what

's & mgre general relationship,

14, 7The tiggest (dnd most contentious) compensation deal to cate
1n Soviet-sest curdpean gas relations 13 for ccoperaticn in the
constructicn of a4 Major new export pizgeline %o vring Siterian gas
to «~est Zuropean customers, Contracts for the increasec supply
of 3as frcm 19584 were signea ~ith five West Europear countries
in 1981-32, witn the possibility of more to be adcec. Meanuhile,
ourchases of western pipe ana equipment on literal credit terms
were agrrangec witn tne help of a3 Franco~German ccocnsortium, The
attemot of the us jovernment to block the project was atdandoned

1n Novemter, '%02.

19. [t 15 estimatey that throuyh the early 1980s, earnings from
Soviet gas exports to western Europe have been more than offset
2y Soviet imports from the West for gas fiela cevelopment ang

pipeline constryction, In fact, a larze sectoral deficit in trade

“41th the west has Deen incurred, which interest obligations on Jestern

credits serve to 1ncrease further, The purchases for the new export

pipeline any the other pipeline construction projects tn the USSR

will ace to this yeficit in the current (1981-85) five=-year glan

period, "Net'" earnings from gas exports (earnings availaole for unre-

Latea balance=-of-pyayments purposes) are still far nff,
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20. How cistant uepenas on the grojecticn of future gas exacrts to
destern Europe. In 1981-82, gas exports are not likely to have

much exceeded 1%ou levels, because of constraints impcsec by

existing pipeline capacity, especially 1n the trarsit system

through Czechoslovakia. Current pipeline construction will germit
increases which woule Doring potentiat exports uns to S50-S55 bem aanually
oy 1985.' Further significant increases must await the completion of
the new pipeline construction prcgram l3unchea in the current five-
year plan periog ang its extension through (zechostovakia. This may

not occur until well into the next five-year plan period (possioly

not before 1988),

21. Actual exports may be below this projecteo capacity == nat
bec;use of any anticipated lack of an exportaote surplus of gas in
the USSR, but because of insufficient West Eurcpean demana. B3y the
late 1980s, “t now seems likely that the volume of exports to wWestern

Europe will not exceea 65 bcm,. This 1s still, however, about two-

and-a-half times the current volume.

22, Whether the value of this projected volume increase in Soviet
gas exports to western furope can offset the projected decline in
the value of oil exports describea above is problematical, The
longer-term trena in the volume of Soviet oil exports 1s still not
clear, and movements in the international prices of both oil and gas

remain uncertain,

23. Two important conclusions nevertheless seem inescapable:
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-- The real value of Soviet exports of oil ana gas comgcined
is likely to gecline from its 1980-81 level, +~ence the
contritution 9f nyarocarbons to the Soviet Dalance of

trace with the west will fall over the 3zecace,

-- The shifting structure of Soviet hydrocaroons exparts to Jes-
terr Europes, from o1l to 3gas, will reduce the nalance of oay-
ments flexioilrty from any given level ¢f hard-currency

earnings, Tecause of tne tied nature of gas expcrts,

24, The long-term sybstitution of gas for 21l in Soviet exports
has important implications for the palance of energy, anc energyy-
related, zependence in Soviet-Wwest Sfurgpean relations, We argue
that the shift will significantly increase the intercependence of
the Soviet Union and Western Europe, The Soviet Union will ce

cy far tne most important extra-reyional supplier of gas to
Western Europe, and the import dependence of major Wwest European
economies on Soviet yas will be much greater than it ever was on
Soviet o0il, On the other hand, the shift will, in the foreseeable
circumstances, serve to weaken the balance of payments positicn

of the Soviet Union vis=-a=-vis Western Europe. Soviet deceandence
on the realization of energy export contracts will increase and
§$§jet flexibility in pursuing an independent energy export policy

will be reduced.
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A, The Qrigins of Scviet 0L Excort Polvcy L3

western Europe has played a major rcle in Russtian angd Scviet o1l

L7\t

development ang trace. Western firms (:lotel of Sweden, Rothschil?d

.

R

of France) developeo the Baku oil fields under Tsarist concessions,
and prior tc the Uctooer Revolution of 1917, ussian oil was exporten
to most West European countries (2], In the early years of this
century RuSsSia was 3 majors, and in ¢certain years the leading, cil
exporter in the world, with Western Europe its principal market.

War and revolution caused a protracted Jisruption in oil production
and exportss, but i1n the latter half of the 192Cs, Russian (Soviet)
oil was again being exported tno Westearn furope.

The recovery of domestic production and tne import requirements of
the new industrialization drive, launched with the First Soviet
Five-Year Plan (19238-32), prompted an attempt to re-establish the
traditional export position of oil, The resulting export drive
aroused fears in the Wwest, now sliding into degression, and the major
Wwestern oil companies charged that the USSR was engaged in a disrup-
tive oil "offensive” on world markets, through the medium of excessive
price discounts., [ronically, one of the reasons why the Soviet Union
felt forced to offer such discounts in order tc break into the market,
was the refusal of western oil majors, such as Shell and Jersey
Standard, to market Soviet oils, as they had for 3 time after the

revolution (3],
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;Q The JSSR also sought to crrcumvent tnis prodlem by the establishment
{ of 1tSs Swr 2istriuution network 1n some west Eurgcear countries,
~
'i- To this enz v+ 2staciishec )or1nt stoZk ccmpanies, sSharing elulty
b '
fb ~iln asestern pariners, Some 3¢ tre most 1mportant of trese companves
were Russian Cirl Proadcts (UK), Deutsche=-Ryussiscne vagchtha (Germany)
<. ang !ioraitska 3ensin {(3weagen) [4]3, Elseshere, tne USSR soic zi1rectly
" through i1ts trace mi1ssioNns, or throuagh agents, Some west European
) zoverrments (ltalys, France) also ourcnased Jirectly from th2 JSSR
¥ at tnis taime,
o7
S The creation ot sudsidiary companies in Western Surope revealed
:5
" the Soviet aim of re-establishing 1tself as a parmanent syunoller to
" .
e west European marxets, Western competitors eventually came =0 accedt
3
b --or at least tolerate =-- the Soviet role ang even worked out market-
nAd
) sharing agreements sitn the USSR [SJ],
5& Soviet 01l exports 1ncreasec steadily cduring the lLate 1920s anz early
AN
.J .
N 1930s, reaching a peax of 6,1 mrilron metric tons (amt) in 1932,
-..
]
accorcding to official Soviet foreign tride statistics. Arounc this
K
: time Soviet ZJeliveries to Wwestern Europe reportedily accounted for :
z ;
o

15-20 percent ot the region's total o011 reguirenants (61, Tharzafter

Soviet oil exports oegan to fall off, owing to tne decline in the

[y 4
"“' -

Q: Baku fields andg to tne.rapid expansion of domestic demand for o0il X
fj generated by the 1noustriatization drive, By the end of the 1930s, X
g Soviet oil exports haa fallen to less than 1 mmt per year,

The USSR did not reemerge as 3 major worla exporter of 01l until

the Late 1553s (in 1353, 1t was even a3 small net importer), dith ¥

o k‘\‘. AR AR L
5

the opening up of important new frelds 11 the Volga-urals region
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(the "secona Baku"), Soviet 01l expcrrs to Westerr Zyrape greow

rapidly, rising trom 1,7 mmt vn 19

A

S otz YU.3 mamt oan Y3al. Agjressove
marketing and price 3315C0JNTS 3LSO ¢oNrtrinyutel tC tNISs ragil jrowth,
The USSR re-estacliisnec 115 mMar<e:iing nei{w~0rk 11 wsestern =y one
through the reactivation of existing joint sStock companies 3n< the
creation of new oOnes, Soyuznefteexport, the foreign trade orgzaniza-
tion responsibte for oil exports, haa retained consicerable expertise

with regard to woria market operations,

As 3 result, recriminations once again flowed from Western quarters,

both industry anc government., charging not only that the new Soviet
oil offensive was a threat to the stability of the world oil market
buts in the prevailing political climate of tne Cold war, that it
constituted a major cnallenne to wWestern freedom and cemocracvy (73],
As with the previous o0il offensive, however, Western alarm proved
exaggerated, Soviet d2ehaviour did not appear to aiffer markedly
from those of the numerous other "independent™”™ o0il companies which
were also attempting to break into the rapidiy expanding, but
tightly controlled, world oil market at this time. Several analysts
have since pointed out that the Soviet Union raised orices in 1961,
after establishing a market share in Western Europe, and was even
underbid on occasion by Western oil majors in the following year [8],
Furthermore, the Soviet share of the West European market for oil
had risen only to 5 percent in 1960 (compared with as much as

20 percent in the early 1930s)! and three-quarters of the 10 mmt
increase from 1955 to 1960 went to only three countries: thes FRG,

Italy and Sweden (see Tables & and 5), In short, the Soviet Union
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! 31d not attain tne power on West European oil markets that alarmists
A
: fearec.
X .
£ Nevertheless, the reemergence of the Soviet Unicn as an 011l expecrter,
51
e along with the rise of new "ingecencents', gr1c contriczute ty cnanies
in the structure of the worlc oil marxet, Prices tell ama the ol o~
3 oolistic control oy tne majors was challenged, The fall in prices.,
- . . . .
-3 which meant less tax revenue for the oil-procdycing anc exporting
countriess, also cuntrioutec to tne creation of tne Crganization of
‘3
"¢ Petroleum Exporting countries (Q0PEC) 1in 156CQC.,
4 [n the post=war, as in the prewar, periods, ocil was exported to
3
-~ destern markets 1n order to finance the continuing i1mport reguire-
2 "~
X ments of the Soviet i1ngustrialization drive., Once the econdmy was i
. 3
% restored from tne ravages of the Second world War and began to 3row 5?
n "
‘ rapidly in the 1930s (at an average rate of just over 10 percent ii
i X
ey cer annum, accoraing to official Soviet statistics), import require- -
o ments grew more tnan dpace, Over the decade of the 15530s, Soviet 3
Y
# .
s imports from the "uyeveloped capitalist countries” increased five-fold, =1
3 from 204 to 1,C04 mitlion rubles, an average annual growth rate of i
N -]
~ . VL4 2
o 18 percent [(9]. These requirements began to exceed export capaoili- )
‘j -h
ties and consistent trade deficits with the West emerged [10]. Almost ‘
by as good as golu” in its capacity to earn convertible currencies Eh
' 3
N on Western markets to fill the balance of payments gap, oil exports H
3 : .
-
}, . . . M
- were an attractive solutton to the balance of payments cilemma, i
2 The ability to generate oil exports to meet the continuing need for .
"y 4 ™
. K
‘. .
4
-
o
E4
q
)

’ »
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convertible currencies tc finance imaocrts from tne Wes: deoendey in
the 1950s, and continues *0 depen: 13 th's davs, N Ssviet zorastic
production trencs., Tne post=-war ciscovery (1363) anz sutseauant
exploitaticn of the supergiant Romashking frelas 10 the Jcolga-uUracs
region assured long-term, surplus o0il producticn for exocrts, The
field was relatively well situateo to celiver o0il to 2lack Sea portse,
for shipment by tanker to the southern ragions of western Eurcpe.

In the early 1960ss, a northerly pipeline was also built to carry o1l
to the Baltic port of vVentspils for delivery tc the northern countraies
of Western Europe., The Soviet Union was thereby in a favouyrahle po-
sition to supply ang market oil in Western Europe. At the same time,
world demand for o0il was rising rapidly, During the 1950s, wortld

oil consumption grew at an average annual rate of growth of 7,5 per-
cent (111,

By 1960, harc currency earnings from the sale of oil nhac reached
157 million rubles, or 20 percent of the total value of hard currency
exports (Table 1), Tnis was a significant increase from the estimated
29 mitlion rubles in 1955 o3l export earnings, and the ? percent of
total hard currency exports it represented, To reach these levels
of earnings, o0il exports to the West took an increasingly large share
of Soviet oil output. In 1960, oil exports to Western Europe, where
almost all hard currency oil exports were directed, tock 8 percent
of total oil proaguction, a sharp rise from 2 percent in 13955 as cal-~=-

culated from official Soviet Statistics,
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Soviet Hara Currency Batance cf Trace andg
2f 01l 10 Total rdard Currency Exparts

(in millions of rubles)

Year vYalue ot value of Aalance Value of Share of
Soviet Im- Soviet Ex- tn Hara Soviet Soviet
ports from ports to Currency Zxports il Ex-
Hard Curren- Hard Currer~- Trage Harag Curraen= norts 0
cy Markets cy Marxets 2y Markets Toral

1950 177.2 208.0 0.7 n.a N.a

13%1 227.6 26C.6 53.C n,.,a n,a

1952 278.38 254,32 ~24.5 r.a n. 3

1953 257.5 234,2 -13.3 n.a nN.a

1954 39C.0 3311 -58.9 n.a N.a

1955 286 .8 406.9 120.2 28.7 7.1%

1956 L38.7 LLS .6 4J.9 L0 W7 9.1%

1957 79,7 507.3 27 .6 68,3 12,5%

1758 LA7 .8 526.8 57.0 79.5 15.1%

1959 581.5 669.0 87.5 121.8 18,.2%

1960 876 .2 779.,0 -95.2 156,6 23.1%

1961 g?7 .8 84C.9 -16.9 182.2 21.2%

1962 98C.9 861.5 -113.,4 192.5 22.%%

1363 1$93.2 938,.6 -154 .6 22n,2 22,5%

1566 14636,.2 982.3 -453,9 215.4 21,.9%

1955 1252.1 1155,.2 -G46.9 21¢4.,8 18.6%

1946 14¢05.3 1349.,.4 -55,9 256.3 19.0%

19647 1391.9 1521,2 129.3 333.8 21.9%

19648 1725.3 1667,5 -57.,8 364 .1 21.87%

1969 2C1C.9 1819.7 -191.,2 328.2 18.90%

1970 2267.,7 1895.6 -372.1 38C.5 20.1%

1971 2354.6 2161.6 -193.0C 536.1 24,87

1972 3136.6 2143.3 -993.3 482 .6 22.5%

1973 L2246 .7 3324,.8 -391,9% 954 .2 28.67%

1974 $544 .4 $319.7 ~224.7 1945 .5 36.6%

197§ 8866.7 5221.7 -3645.0 22798 63.7%

1976 9834.,9 6844 .1 -29992.8 3387.0 49,.5%

1977 2806.6 77267, -1039.,5 3820.2 47,27%

1978 9792 .4 7697.3 -2£9S5 .1 3722 .1 48,6

1979 12109.7 11037.6 -1C72 .1 4049 ,7 54.,8%

1980 12856.2 13838,4 -17.8 7668 ,5 $5S.5%%

1981 15388.4 14956.9 -431,5 8390,1 SA. 1%

b hant it g he il BN YA 3
SN S N

Table

« e e T

LA A St ek e SN

the Share
(195Q0-1981) «

*Crucde oil ancd oil prooucts., "Hard currency markets'" are defined
here according to the Soviet classification of "developed capirtalist
countries', excluainyg trade with finland, which has a birlateral.,
clearing arrangement 1n 1ts trade with the JSSR,

Source: \Yneshnigdila.lacgoxiia_SSSRa_Statisticheskil_Sgorpike
various years,
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_ﬁ At the beginniny of the 1960s, wnen concerns over the Soviet o1l
f ) "offensive” were at tneir height, the Scviet Union raisea 1ts prices
»§ on the world markets, as 1f recognizing that it could now exoldit the
]%g 1nelasticity of the inport demanc curve “or o3l [12]. Frem that
. time throughout the decade, the USSR settled into a set pattern with
ﬁi respect to its oil exports to Western Europe. With the exception of a
%f small decline in 1949, Soviet oil exports to Western Europe rose con-
= tinuously over the decade, from 11,6 mmt in 1960 to 25.8 mmt in 1570,
% This growth essentially kept pace with increases in West Eurooean
A? demand. Thus, the Soviet Union's market share remained relatively
= constant, hovering in the vicinity of 4-5S percent of total wWest
E European oil imports. The value of those exports rose at a som2what
"~
ﬁ lower rate, reflecting the decline in world market prices over the
v
i decades but they consistently made up around 20 oercent of total
g hard currency expcrt earnings (Table 1), At the same time, the snare
o
1§ of total Soviet oil production exported to Western Europe also
" remained relatively constant, around 8 percent. Thus., in relation
3 to market share, to the percentage of total production and t2 the
’? percentage of hary currency earnings, 0il exports to Western Europe
i displayed a definite consistency throughout the 1960s, or at least
& until 1969.
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’% 8. Developments 1n (1l Export Policy Towara wWestern Europe in 1970-30
x
QR'
f% B8y 197C, the Soviet Union had established a position in tne Jest
‘ﬁ: European cil marxet, However, no clear economic ceterminant >°¢
Soviet oil export policy was apparent, In the 1970s, with the charp
.ﬁ increases in the 4o0rla orice of o1l a more discernible strategy f
2 could pe orcservec. in this section we put forward evidence for the 3
- . P
Fypotnesis that tne volume of o1t exnorts to hard currency warkets, -
:i primarily western Europe, 1s geared to A pre-targeted level of dJesirec :
& hard currency earninys determined by total hard currency neeqs, -]
=1 K
- Following this Line ot thinking, the Soviet Union will lower the vo- a
;ﬁ lume of 1ts oil exports when the world price rises and ratse exports
f; when the price falls. An important assumption here is that the So- 4
b viet Union 1s a price-taker on the world oil market (131].
Ny In the early 197Us, the growth of Soviet o0il exports to Western
]
“u
i Europe began to level off (see Table 2). The market share fell to
B
e slightly pelow &« percent in 1972, At that time, some analysts saw
ﬁ this development as linked to a slow=-down, in the early 1970s, in the
)
5 rate of growth in oil production [14]. The absolute volume of Soviet
o
=7 o1l exports continuea to increase in this period, however, <o a supply
ey constraint 313 not appedr to be the reason for the falling growth rate
)
AN , , ,
N in Soviet oil exports to the West. There must have been other reasons.
i, ®.
N L . ) _
5f One possibility was that the opportunity cost of exporting oil had
':, increased, as the cust of producing fuels within the Soviet union
_S rose (15]., If tne cost of using other substitute fuels exceaded the
‘ 1
. N i
™ export revenue from o1l (calculated in terms of standard fuel equi-
.4
. J
-
o
-
-
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o«
e -18~
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valents), this aryument would have wvalifity, The Zdifficulty of
comparing comestic costs of fuel procuction with hara currency
earnings from oii precludes any conclusive analystrs along tnese lines,
Moreover, as noteas, total exports were increasing [16],

There was, however, some correlation petween hard currency eiarnings
and the lLevel of oil exports to the West. In the early 1970s, the
Soviet Union managed to keep the share of oil in total hard currency
export earnings at avove 20 percent, and in 1971, despite the small
decline in the volume of exports to Western Eurcpes, the value increa-
sed sharply, from 381 million to 536 million rubles, with rising world

prices (17],
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{ The Volume of Soviet Exports of (rude Petroleum ana PetroleurT "
: Products dy Major Importing Regions, 155C-1G80 3
. Year Total Exports Share to (CMga Share to western Zurope ﬁ
in mmt in mmt (n %) 1A ommt (ra ) >
- C P ¢ P c ) :
)
- 1950 0.3 J.8 G.3 (100) 0.4 (50 n.a. n.a. :
< 1955$ 2.9 5.1 1.7 (58.6) C.S5 (9.8) 0.3 (1C.3) 1.4 (27,0)
T 1960 17.8 15.4 0.2 (34.8) 3.1 (2C.1) 5.2 (34,8) 5,0 (38,3
o 1965 43,4 21,4 1843 (42.1) 4.3 (2C.4) 12,1 (27.8) 7.2 (36,2
T 1670 46,48 29,90 344 (ST1,6) 6.2 (21.3) 17,5 (2641) 12,3 (42.4)
v 1971 74,8 0.3 LU.2 (53.7 L.7 (15.5) 12,2 (22.8» 12.4 (40,9
2 1972 74,2 0.8 69,1 (64,4) 7.0 (22.7) 16,3 (21,2) 13,7 (&4,
e 1973 35.3 33,0 551 (66.5) 7.8 (23.6) 16,0 (18,7) 14,0 (42,4
» 1974  80.6 35,0 59,2 (73.4) 7.4 (20.7) 8.2 (10.0) 15,3 (42.6)
- 1975 93,1 37.5 63,9 (68.6) 7.7 (20.6) 12,2 (13,1) 23,1 (53.3)
XA 1976 110.8 37.7  68.8 (62.0) 9.3 (24,6) 22,5 (2C.3) 17.3 (45.3)
. 1977 112.8 13,3 72.4 (64,1 8.4 (25.2) 24,1 (22.2) 17.0 (51,72
- 1978 114,56 IAVIA 7542 (65.4) 9.8 (264.4) 25.6 (22.2) 22.4 (56.1)
- 1979 117.0 41,y 77.7 (66.4) 12,5 (3Q.4) 26,5 (21,0) 19.1 (46.5) .
[ 1980 *22.0 46,2 79.2 (64.9) n.a 20,7 (18,9) 13,7 (&2.0) .
-7 1981 nea n.a n.a n.a 18.9 n.a 20.3 n.a X
B Toral exports: data for 1950-1976 from yneshniaia_lorggoylias 1977-1979
figures are totals of regional breakdowns based on partner trage sta- f
;: tistics, and on united Nations, 198Q_Yearpook_ of_soslc_Energy -
N stagistics. 2
i+ t=Crude; P=Products -
x {MEA includes the six Eastern European Countries, Mongolia, Cuba from
o 1972 and Vietnam from 1978, Sources include Ypeshpigdia_Igorgoylia_SSSR g
= and Stagistichesxii_Ezahegogdnik_Sirao.lblepgx.3EY for various years: 2
0 United Nations, 1380 _Yearbook of World fnergy_$5afisilgs’ National R
K Foreign Assessment centre (Washington 0.C.), lDnternaticnal_Enerayxy -
Sgatistical_Reylews and numerous press reports. -
_i Wwestern Europe defineg as QECD Europe, less Finland, Turkey and Yugo-
“ stavia. Data from yneshaialia_.lorgaylia_S8SS8 for 1950~-196S, ang for
3 1970-1980 from 1nadividual country foreign trade yearoooks and OECD,
N Statistics_Qf_foceiyn_Icradee_Series.Ce.lrade by _Cammgditiese_Mackes
5 Suomariesi_lmpEoeris. various years,
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More vivid evidence for the "nard currency hyoothesis' emergen dAuy-

ring the 1673-13974 o3t price explosiaon (18], in 1672, wuhereas tne

volume of Soviet vil exports tc the Jest remained constant, revenue
from those exports aoublec, reaching almost one o:llion rubles, The
possibility emerged that the Soviet uUnion's hara currency import bill
bill could be offset oy revenues earned from a Lower volume of 211l
exports, Soviet cruuse and product exports to western Europe were
cut from 20 mmt 1n 1973 to 23 mmt in 1974, Earnings, however., doublec
agawn, to almost 2 oitlion rubles, It 3appears that the Soviet Union,
taking full advantage of price movements on the world market, adjusted
° the volume of exports in accordance with hard currency earnings
requirements, As a result, the Soviet Union's share by volume of
the West European market fell to 3 percent, and the percentage of
Soviet oil output exported there declinead to S percent (Tabie 2,
The oil price increases contributed vitally in the 1970s to the
Soviet Union's avility to pursue its program of economic moderniza-
tion through continuea acquisition of Western plant, eaquipment and
technology, despite the growth of hard-currency imports of grain
- (19]. Oil exports to the West made up an increasingly important

share in total hard currency earnings. In relation to total hard

currency receipts, oil's share rose from 20 percent in 1970 to 44

o .
Al s

q

percent in 197S, and to 55 percent in 1980, On-the margin, oil

revenue represented an even greater share of total hard currency

. A

earnings, Over the 1971-197S period, the growth in 0oil revenue
" accounted for 57 percent of the rise in total hard currency earnings

(1,7 billion of 3,1 billion rubles) and this share was maintained

-21-
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at approximately tne same tevel 1n 1974-1983, .
The development of the grant crl frelcs o0f west Siteria yn tne late ]
1726Qs ard early 1970s, following the atta:~"ment of peak prozuction at kK
y

Romashkino, guaranteel ccrtrnye’ surpluses for 2xport. In tne 13- 4
1970s, hcwever, cCautiQonary volCces were heara 1n tne 3Q0viet uUrion, q

inclucding remarxs mdae by the Minister for the Petroleum [ndustry.,

calling attention to the falling reserves-to-production ratios, and a

more moyaerate rate of O'l extraction «as acdvocates Ly some specralists
(2C]. C1rl nevertneless conti1nue= to Ze relicad upon to satisfy the
growing energy aemanas of the domestic economy ang of Eastern Eurape,

as well as to reptenish nhar3d currency reserves, and the extraction

of Wwest Sibertan o1l jrew rapi3ly [21],
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The rapiad gceveiopment anag nigh rates ¢f extraction ¢f the w~est
Sioerian fielas wsas dne2 of the factors 4nich lec the nitec States
Central Intelliyence Agency and other western analysts o0f tne Soviet
o1l 1ndustry to coancluae that Soviet 01l orogucticn «cul2 oeax nefcre
1930, ang fall off snarply between 1921=-1985 (22]. These preciction:
have ngt proveag trues, anc the (lA has since reacd)ustec ubwarzs its
projections of 3oviet a1l production over the '931-'92S5 perioa.

1t is nonetheiess clear that the hign tevels of procucticn main-
taines gver the 177Us, despite tne failure to ciscover major new
reserves, were acnieveg at the expense O0f future gcraocuction (23],
Throughout the cecace, the ratio of prcoven reserves tc oraocduction
fell in the Soviet union, B8y %979, it stood at an estimatecd 14/1
in comparison with 4 ratio of 23/1 in 1970 (2413,

The rapid exploitation of the west Sipertian fielas was partly moti-
vatec on the neea to generate surpluses for excort to hard currency
markets, That tnis agecision was made cespite the recognized danger
of over=-production, points to the critical role of hard currency oil
exports in overall Soviet plans for development of the econonmy.

In tne face of softening world market prices for oils the volume of
Soviet exports to western Europe 2egan to rise ragicly again in 1975
(see Tanle 2)., gy 1978 Soviet oil exports to western Eurcpe A"ad
reached nearly 53 mmt. So long as Soviet oil outgut continued to gro.
at even moderate rdates, production was acdeguate tc provide for annua’
increases in domestic consumption and in deliveries tec Comecon count-
ries with sufficient quantities remaining to expand exports to the

West as necessary to naintain hard currency revenue targets, The ave-

24

DAY - .



i ¥
far B N " AT BT A I A A R M P DA A R O .
AN

~
.

.
n)

[

'./."4 AL

»
-

»

)

< -
‘l'l‘l"‘t‘l‘)

PR T W SR A

A A R

] Ct]
R N

Bl
wtet.at,

[ I

rage annual rate ot jrowth of outout 1n thne 1376-1G80 ter1i3 wds ALt

4 percent, Dut yrowtn tell from & percent ir 1974 t3 I sercent 1~ 13°7,

A |

The saconc int2rnational grnergy crisis, an: attencant price rises

1n 1979-1980 allowec the Soviet Unign t9 incr

4
Q

$2 2raTaticdatly vts -
hard currency earnings from oil exports, while recucing treir volume [ )
(see Tables 1 ana 2). The share of oil in total hard curreacy exports
rose to nearly 554, and in 1980 tne USSR was almost able to balance its
hard currency trage [25])]. The downward adjustments of tne volume

of exports in tne face of price rises in 1979-80 provide further e
support for the hypotnhnesis of hard currency requirements as the major,
short-term determinant of the le;el of Soviet oil exports to Western

Europe.

Despite the windfall gains from the world oil-price rise, several

factors served to clouc the longer~term outlook. It was tecoming ,
clear that, on the basis of proven reserves, maximal o0il output was

being approached. Growth of output in Western Siberia was increa- f
singly offset by ageclines in the Volga-Urals and other olcer, oil- )
producing regions. A major new discovery could not affect this 5

situation before the end of the 1980s, As a result, the plannei
tlevel of oil proauction in 1985 of 630 mmt set by the 11th Five-Year
Ptan merely re-established the target for 1980 in the 10th Five=-
Year Plan, whicn hag not been 6et {26, The 1985 target implied
an average annual rate of growth of only about one percent during
the 1981-1985 plan period.
The projected Levelling out of oil output formed part of a Five=Year

Plan of unprecegunted overall modesty, reflectingy a long=term ocecline

_25_
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oY 'n the growth Of Soviet 1ndustrial proguction which nac acceleratea R
N :
{ 1" the late 197ys [2/7]., Moreover, Soviet agriculture hac also 2ntereq

a Deriod cf d1fficuiltiess, ana 1979-87 4as the first 0¢ 3 serias of

AR

200F Ccrop years w«nicn required 1mports of grain from the aest 19

SRS

magnitudes previgusly uneguallea,

Thesa cevelopments uemanded a shift in Soviet golicy with regaryg to

.
.

the allocation ana use of oil, In Junes, 1580, at the 34th Comecon

f' l3unci1l Sessi1cry, duviet Prime Minister <0Syg'n announcec that sil

2 exports to tne (omecon countries auring 1981-35 woulo be heid at 1930

levels, anc that total energy exports to the regicn would increase

1T 50
ot

onty modestly over tne perioga (28, Given the five-year, moving ave-

D -

rage pricing mecnanisn for Soviet o0il exports to Eastern Eurcpes, the

(bl
Wt

opportunity cost to tnhne USSR of the lower=priced oil exports to the

b~
- CMEA countries 1ncreased significantiy 4ith the 1979-80 price hikes
L for ¢il on worle marxets. At the same time, a special program for
N the Soviet enerj,y sector was launched in conjunction with the new
Xy
trve-year clan, Production of non=-0il fuels, especially natural gas.,
-~ was to expand rapialy to meet incremental gomestic reqguirements., ana
N
o fuels conservation programs were to result in savings by 1985 of
‘ 160-17Q mmt of standaro fuel equivalent, cumpared to the levels of
M use 1n 1980 [29].
=
.
X
4
4 R
4 R
B .
o -
. -26~ <

)

L
4
o
&

s o WU W A U S NP W -~




T ¥ - LN e e o e w e e e e e e e e e e e e s L.
PR N AM A9 re. S Iruaran I e e IECIMGE e AR e i acib At Rt Al S O e R Y L S ) PR .

,-
".
*,
v,

e . . . -
C. Structural Trends in Soviet Qil Exports to Wwestern Europe 4

over the 197(0s =

"

g

XN (1) Crude versus Proguct Exports 3
. B
a

-3

v,

We saw that the volume of total Soviet oil exports to Western Zurcpe B

B

could vary from year to year depending in large part upon the hard e

% currency needs of the USSR, To examine these fluctuations more clo s

. sely, we have broken down total Soviet oil exports into crude and

product exports Dy wWest European country of destination (tables 4

R

- and S). Using these cata, we may analyse in more detail the trends
h in both the volume and pattern of Soviet oil exports,

<.

? The Soviet Union appears to pursue different export policies with
f ragard to crude and oil products. On several occasions during the

. 1970s, product exports rose from one year to the next while crude oii
i exports declined, or vice versa (see Figure 1), Between 1970-1975,
=

oil product exports rose continuously, while crude oil exports fell

in each successive year between 1970 and 1974, In 1976 and 1977,

the pattern reversed and oil products exports declined while crude o.

4
¥ exports took a quantum Lleap, from 12 mmt in 1975 to 22 mmt in 1976,
X and then to 24 mmt in 1977, 1In 1978, the earlier pattern reemerged- B
- o
- wherein oil product exports jumped by 32 percent and crude oil exports -
X increased only slightly (301. b
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= Do these trends 108 ¢cryde and SroJuct exports reveal an explicaole

pattern”? Figure 1 shows that tne degres 0f flugtuation 1n crude 92114
3 3

exports is much greater than for CilL nrozucts. It is reasonact=2 t2

Y -
\ assume thate, 1n OrJger t2 m3ximize its harc ¢currency returns from ener-

5. W

gy exportss the USSR prefers to keep the export Level of the generally
N more profitable 0oil oroducts exports high, Even after acccount is ta-
o ken of o0il consumed auring the refining crocess, a given voiume of oil
products exports can yiela a higher net revenue than an eaquivalent
volume of crude L31], within thys context, tne Jata for the tairst half
X of the 1970s sugygyest that crude oil, and not a combination of crude

and product, is used as the balancing item in harda currency trade,

’
v . PR e e,
SRR W T v, L'- e l AR
PR R, AL gabal ol g PO TYLY A LN

E If more or Less hard currency is required in a given year, then the

4

j level of crude o0il exports is raised or lowerecd accorcingly. The

“ .
sest evidence for this was displayed in 1974, when 0il product ex- >

£ ports rose but crude oil deliveries dropped off dramatically, ;2

S This assumption would be strengthened if the fall in oil product :

. exports in 1976 and again in 1979 could be explained. There is

j reason to believe that the explanation lLay primarily on the supply

; side in 1976. 1In the mid-1970s the Soviet Union encountered bottle-

; necks in its oil refining capacity which curtailed the surplus avai-

N Lable for export (321, This was apparently critical in 1976, wnen

E there was a marked falling off of Soviet 01l products exports to

. western Europe, The shortage of refining capacity seems to have

{ carriegd over into 1977 {33]. The resultant drop in oil product

Y

? exports in 1976=-77 apparently neces.itated an offsetting growth in

J

crude oil exportss, in order to reach the required level of harg
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currency earnings, especially as the world o1l price, 'n real terms,

was falling at tne time., Again, crude 211l performead the palancing

4 NSNSV |

role,

A new pattern emerged in 1979 uhen, 3fter 3 jump %0 an yncrecenitaented

high in 1678, procucts exports fell off again, iccompanies oy 23

iv reduction, alvpert at a stightly Lower rate, in crude o3l 2xparts

o (Figure '), Because 0f surging world prices, the reduction in o1l
by exports still alloweu for sutstantial gains in hYard currency revenye.

{f 3ut why 319 01l proguct sales in Western Surope ceclime Tmore than E
.,-_' ':
Sf crude oitl exports? a«hile capacity constraints again may nave plaveag ]
P :
some part, it is more probacle that exceptionally high prices of cruce o
“ oil on the spot marxet at the end of 1979 induced Soviet tracers to -
N direct a "igher share of cruce oil for sale on the Rotterdam macket, -
‘.-:\ ‘
] Under the prevailing conditions of rapidly inflating spot market N
0 prices, crude oil expdrts may well have been mcre profitahle than ol 1
& . 1
e product sales at the time, &
':"-: ‘ R
o we feel that there 1s enough evidence to suggest a corollary to our d
i main hypothesis on Soviet oil export policy 1n the 19?0s. The USSR .
v . . ‘ . -
:4 has, under normal conagirtions of higher orofit margins on procuct 1
\5 ;
N sales, attempted to raise the share of 0311l procucts exports to WJestern i
T Europe, and to use crude oil to make up the diffarence needed to
maintain a desired level of hard currency receipts. uncer such a

., policy, it may pe excected that, in the event aof a reduction in the

-

ol volume of o0il exportea to hard currency markets, crude oil will De .
Ll K

cut back more tnan products., This point becomes important when we .

AR
LI S )

turn to developments and prospects in the 198Cs (below).

s u ¥
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o (2) The Geograpnical Pattern of Exports

i
")
fe ) From the time the joviet Union bte2gan its o1l export drive 1n the
3 1950s, and througnout tne 1960s, three ccuntries figured prominently
as Soviet markets 1n Jestern Europe, In 1950, the FRG, Italy anrc
'E Sweden accounted tor 70 percent of total Soviet oil exports to Western
% Europe, In 197J, the three countries' combineg share remained about
fJ the same. During the 1960s, increases in Soviet exports therefore
ﬁ resulted mainly trom higher exports to these traditional customers,
a Nevertheless, several new customers were added for Soviet crude
‘i (Belgium and Spain) and products (lreland anc the Netherlands) over
§ the course of the decaae.
iz We noted in the previous section that the USSR's share of western
% Europe's oil imports was a lLow 4-~-5 percent. The import depencence
AE on Soviet oil of the major importers (in order of magnitude, Iltaly.,
i the FRG and Sweden) was also not great. B8y 1976, Italy received
. 9 percent of its oil imports from the Soviet Union, the FRG a low
;; 4 percent; and Sweden, the highest share of 15 percent,s, which
¥
y later declined (Table 3).
> Several smaller importing countries exhibited grea'ter import
Y dependence on the Soviet Union in 1970: Iceland (7?2 percent), Greece Eﬁ
o4
j (17 percent) and Austria (16 percent). Together, however, these ﬁ
e -
countries imported only 8 percent (2.5 mmt) of total West Europesan !j
‘Q oil imports from the USSR. Significantly, then, the three countries 'E
S with the highest vependence on the Soviet Union imported retatively fi
small qQquantities of oil, easily replaceable from other sources, .i
-33- K
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Suring the 197Js, tne FRG, [taly and Sweagen neld their iimports of
Soviet 21l at relatively stable levelis, In 1979, these three traa3i=-
t1onal markets 1mportea 19.7 mmt of Soviet o01iL, comparec to 21.5 mmt
in 1372, Other countriess n particular Denmark, Ffrance, tne “etner-
tands and Switzerland., substantially i1ncreased their imports. Jf tne
13.7 mmt increase 'n Soviet o1l exports to westarn Europe Cetween 1570

ang 13979, these four countries took 9,5 mmt, or 7?0 percent,

As a results, tne 3S0viet share of the 01l import market 1n so™me cases

increased cramatically over tne 1357Cs. for 1nstance, the Soviet
snare 1n Swit2erlana's o1l 1mports jumpec from 2 percent in 1373

to 18 percent in 1979, having reached a peak of 24 percent in 1373,
Denmark's imports of o1l from the USSR rose from 3 percent of total
o9iL imoorts 1in 197U to 12 percent in 197G, with a high of 14 percent

in 1978, However, the three ldrgest 1importers c¢f Soviet oil in 13779,
the FRG, france ana [talys, relied upon this source for onrly 5 to 7’
percent of their total o1l imports (Table 3),

From the mig=-195Js, no West European country reliez upon Soviet o011l
to the point where it could be classifiec as vulnerable to a cut=-off
in that supply. The one country which.3igd have a high dependence on
Soviet oil, I[cetany, importeg so Little (on average, 4C0,000 metraic
tons annually) that naa the Soviet Union suddenly ceased atl exports.
another source could easily have filleag the gape WwWhen the (ow level
of West European dependence on Soviet o0il i1s comparecg to the 1mport-
ance of Western Europe as a3 market for Soviet hargd currency oil

exports, 1t is apparent that the Soviet Union cepended much more on

these markets than wWwestern Europs depended on Soviet o1l.

-34=
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The growth in Soviet oii expcrts tc Western Zurope curing tne 1970s
came primarily througn the addition 0f "2w Markers, This w3s a3
switch from the pattern of the pr2vious cecace, when the rise 1n 911
exports was the result of increasec deliveries to the tracitionzily
targest importers. One year, 1978, proved to De an excepticn,
At a time when overal! West European oil i1mports were declining,

and when doubts were teing voiced In the West about producticn

prospects in the Soviet oil industrys, the USSR raised its oil exports
to Wwestern Europe, 1ncluding traditional markets, 2y 17 percent,
capturing for i1tself a larger market share than it had at any other
time in the 1960s and 197Cs. Exports to> long-standing purchasers,
such as Sweden anu Greece, jumped by 2083 and 178 cercent respectively.,
after having fallen otf in previous years. At the same time, exports
to the newer markets rose substantially - by 32 percent to tne

Nether lands, 28 percent to Switzerland, ana 15 percent to Denmark.
These higher export Levels were not maintained after 1978, however,

On those occasions when the Soviet Union significartly recuced its
oil exparts to Wwestern Europe, 30viet strategy seemed to be the exact
opposite to the "shotgun approach’” adopted when oil exports had to bhe
raised, The cutbacks were selective, focused oOn one or two countries,
For example, in 1974, when crude oil exports declined bty 7.8 mmt,
almost 90 percent (6.7 mmt) of that reduction was to twOo countries,
France and Italy., In 1976, when o0il product exports fell by 2.8 mmt,
deliveries to Sweden were 3,4 mmt lower than 1n the previous year,

The expansion or reguction in the volume of o0il exported to Western

Europe is easily managed because of the mechanism in place for selling




0il Tn these marxets, The network of Soviet subsidiary o1l comoanies 3
-3
is one channel for rgising or contracting oil exports, The Rotzeraam .5
“spot" market for cruce oil is another, Moreover, the Soviet Jn1ion =
o -
usually contracts witn West E£urogean purchasers for celiveries of -
0il on a twelve-muntnhn basis, 1n contrast to tne five-year, general '+
trade agreements 1t maxkes with 1ts (omecon allies, Reporteacly, some -3
of these contracts even carried an 0PtiIon wheresby contracted supplres
coulao pe cut by up to 10 percent [(34]., Only in exceptional cases. .‘
for exampler, 3 ten=year trace anc cooperation agreement signec in 3
December 19530 with Rnone=-Poulenc of France, will the Scviet Union

commit exports of o1l to a West European country on 3 long=term D3Sis
(352, The USSR clearly prefers a year-to~-year flexibility 1n setting
o0il exgort Levels to western Europe, Jhitch is logical within the
context of the narg currency hypothesis,

A sudden fall 1n volume can, of course, emanate from the demana
side, A traditional purchasing company in Wwestern Europe might decide
to cease importing Soviet o0il, precipitating a sudcen change in the
volume of Soviet oil exports to hard currency markets, An unpre-
dictable move of this nature would disrupt Soviet plans for the gene-
ration of harc currency earnings through oil exports, During the
1970s, however, tne Jest European demany for Soviet oil was retatively

stable,
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0. Prospects for Soviet 010 Exportz tc Wwestern Zurope in tha 133205

The volume of Soviet o1l expcris t3 aestern Europe fell 1n 1273, anc
ajain in 198C. Lc<er export voiumes in 16772-3C coula rno2t 11 them-
selves be interpreted as a new downward ftrend in the volume of ex-
ports, Because these reductions were accompaniea by a growtn i hard
currency earnings, the pattern was not inconsistent with eartlier
Soviet oil export policy. Moreover, in 1978, the USSR hacad aisplayenq
its ability to poost suddenly anc substantially the volume of 1ts
oil exports to western Europe. (Recall that export volume rose by 17
percent and its share in Soviet oil production increased from 7,5 to
8.4 percent),

New developmentss, especially on the supply side, however, suggested
that the downhwara trena might continue, In an earlier gaper, we
calculated possiole future levels of Soviet o1l exports to nard-
currency markets, in light of the planned growth of Soviet o1l output
and Soviet national income, and announced intentions with regard to
deliveries to Comecon countries, in the 1981-1985 plan periocac (36].
On this basis it appeared highly unlikely that the volume of Soviet
oil exports to Western Europe could be maintained at the peak level
of close to SO mmt achieved in 1978, On the contrary, it seemed that
the decline initiated in 1979 would continue through the first half of
the 1980s, falling to a level of 20-25 mmt by 1985,

Events in 1981-1982 have borne out some of the assumptions on which

this projection was nased, and weakened others, In the first two

years of the eleventh five-year plan, Soviet oil output has been
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T generally within the planned range, growing at declining annual rates z
0¢ 0.9 anc 0.6 percent respectively. On the cther nard, Soviet na- i

tionat 1ncome (net material product) has grown at a celow-p0lan racte f

of 2,9 percent, tneresy generating a lower-than-orojected gomestic 3

demarg for oil. At the same time, Soviet deliveries to (omecon coun- :

tries have been cut Delow the originally intenced Llevel (by a plannecd i

factor of something unocer ten percent). These developments have ser- i

4

sed to relax some of sur projectea supply constraints on Soviet oil
expoOrts to Western cirope. lNevertheless, witnh domestic o1l cemand

growing more rapialy than domestic output ang CMEA requirements for

[ OIS oY

agcitional supplies still pressing, the situation remains tight on

Y

the supply si1ce.

»
*

N

P

The weakeninyg of tne international market for o0il and the con-

oot
-

sequent scftening of tne world price 1n 1981-82 nave also served to
alter the outlook. Jn the cne hand, they should -- on the Ddasis

of cast behaviour -- prompt the Soviet Union to expand its oil exports
to Wwestern Europe to maintain the level ¢f export earnings [37],

On the other hands, the weak market conditions, as well as the con-
straints on the supply side, inhibit Soviet abilities to pursue this

old strategy.

In the course of 1981, there were a number of indications that Soviet
deliveries to Western Europe continued to decline, In March, the USSR
reportedly informea Italy that crude oil exports would be cut by about

2S5 percent in 1981 (33], Other West European importers of Soviet oil

incicated that contracts negotiated at the peginning of 1981 were for

volumes of crude o1l 15 to 30 percent Delow those of the previous

o e,
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year [(39), Then, 1n the Summer zf 1987, veza (el AG, the principal
west German importer o5f Soviet o031l, annoLncec that, tor tne first time
in twenty years, it would Nnot rerew 1ts contract to purchase Soviat
crude in 1981, Tne company reportedly 1mpcrtad 1,5 amt of Scvret
crude oil in 1981 [4iJ]l., These reports atl concern cutbacks cof Soviet
exports of crude oil,

Statistics for 1981 show that while Soviet crude oil exports to
western Europe declineg further in 1931, trom 20,7 mmt to 1%.9 amt
(Table 4), exports of oil products rose from 18,7 mmt to 20.3 mmt,
Total Soviet oil exports to Western Zurooce therefore ceclined only
marginally. A softening world price and reducea demand for Soviet
crude were partially offset by a modest rise in product exports,

Demand factors in Western Europe appear to te the explanation for
the decline of Soviet crude exports., Nonetheless, with a higher
average price for Soviet crude in 1981 than in 1980, and a higher
volume of product sales, total earnings from oil exports to Western
Europe increased oy 9.4 percent over 1980 (see Table 1), These higner
earnings from eneryy exports could not offset the growth in the USSR's
hard currency imports of grain as well as pipe and eguipment for 1its

ambitious gas pipeline projects (see below), Accordinglys, the Soviet

union's trade balance deteriorated in 1981,

.l‘.l‘.l .l .".l
LA

but growth was under one percent., On the export side, the Soviet
Union faced an absolute decline in the nominal price of its exports
to Western Europe, with the export price of Soviet crude falling from

Us$35.20/bbl to US331.,50/bbls, in the course of the year [41), Preli-

Data for 1982 remain incomplete. Soviet oil output has yet to peak.
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minary data indicate that, despite this, the Scviet Union was anle

to increase the value Ot exports to the west substantially, cy a ]
o reported 23 percent (421. It 1s not possible to determine, on the e
. .
. T
< hasis of the cata available at this writing, through what possidle Lo
.
combination of revduced domestic consumption, cutdacks in deliveries Y
to Eastern Europe ang reexports this implieg increase in volume was -
] “.J
achieved., 7
4
In sums, in the early 1980s, “he Sovie: Union's o0il export colLicv i;
A confronts the levelling off of domestic proaduction and the weake- -3
-- '-)
-t ning of i1nternational markets. It has attempted to maintain harg E
currency revenues i1n these circumstances by cutting celiveries to ;ﬁ
.~‘<
Eastern Europe 4ang expanding export volume as much as possible, 1
v But 1f policy oojectives remain the same, traditional export Sena- '

vaour will pe hari to maintain, With continuing, if modest increa-

"
b

ses 1n the world price in 1981, the USSR succeeded in increasing the

LR RN

hard currency value of 0il exports to the wWwest, if by unacer 10 ner-

P
PR

cent, In 1982, the USSR may have again increased the value of its
01l exports to nard currency markets due to the unexpectedly hiah

growth in the volume of these exports. This further substantiates the

P

hard currency hypothesis of Soviet o0il export policy. Subseguent

declines in the worlag price in early 1983 of about 13 percent (the

A

Soviet Union was reported to have lowereg the price of crude sold on
the Rottercdam spot market to US$327,00/b5L by early March, 1983}, seem
destined to result in absolute declines in the nominal value of o011l
exports to hard currency markets 1n 1983, ang substantially greater

gecreases in real terms, (It seems unlikely that the USSR can in 1983
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N expand the 1982 volume of exports sufficiently to offset these Jecli- E

nes in price), This Jownuward trend in earniags «ill continue throusgh
the mid=-1980s, even it the wortd price stabilizes, if the exgcortadble

A surplus erodes as a result of weclining output.,
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Ive NATURAL GAS

A, The Rise of Gas Exports in the 197(0s

The Soviet Union 3Jia not begin concertedly to acevelop 1ts naturatl -
3as ingdustry until tne mid=1950s., while late in recognizing the

tremendous potential for natural gas orocuction, the USSR then 7oveld

quickly to create a majors, new fuel Incustry, WNatural gas output 11n g
the USSR surged from 9 bem in 1955 to 198 bem in 197C and 435 tem by E
1980, In two decages the Soviet Union had risen to the top ranks of :
warla producers, ang will soon overtake the United States as the world
Leader 1n natural gyas output [&31], lﬂ
Because of tne late adevelopment of the gas industry, the Soviet .
Union only began exporting gas in significant guantities in the late
1960s. This did nots, however, hinger Saviet attempts to finc markets., ki
as world trade in gas was nNot very extensive, eveﬁ in the 1960s, ;
World gas trade represented only four percent of total world produc- N
tion 1in 1970 (44]. Thus, the initiation and expansion of Soviet gas ‘ﬁ
exports in signiticant quantities in the tate 19540s and early 197Cs EE

conforms more closely to world trends tnan does the USSR's history of

domesti¢c Jdevelopment of the industry, _ -
Interestingly, Soviet trade in natural gas was from the beginning

focused as much on imports as on exports of natural gas. Because of

two agreements signey in the 1960s, with Afghanistan and Iran, the jf

Soviet Union was a3 net importer of natural gas between the years .

1970-1973 (&451].
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‘ The Soviet Union uJeveloped its gas exports to Fastern and wWestern ij

Europe concomitantly, In both cases,» materials and equipment advanced .'

on ¢credit were tc pe repaid through oceliveries of gass, accoraing to 7;

the compensation ftormat (see following section), Austria was the i:

first West European country to import Soviet natural gas., in 1963, via .ﬁ

the 'Bratstvo' yas pipeline system which originated in the Ukraine and ‘:

traversed Czechoslovakia [46], Through the expansion of the 8Sratstvo ;j

system in the earty 1970s, and the construction of connecting pipela- .j
lines and spurs, tne FRG and Italy began to import Soviet nmatural gas
in 1973 and 19764, respectively [47], As the result of a 1972 accord,

France agreed to purchase natural gass, on Soviet account, beginning in
1976, The deal was a four-way swap., whereby Italy would receive the
Soviet gas purchased Dy france, and France would receive a thermal

equivalent in natural gas from the Netherlands, originalty ordered on

.'.'l"l
el

g

Italian account (48], France did not begin to receive Soviet natural

I3

gas until 19804 when the pipeline link through the FRG was completed.

[
A

At about the same time, a major export pipeline project was carried
out with the cooperation of a3 number of East European countries, The
Soyuz pipeline, which made possible the export of gas from the Oren-
burg field, in the Urals, was primarily designed to meet the growing
requirements of the Soviet Union's Comecon partners, It nevertheless

provided capacity which could be used to serve markets further West,

Caevad-t-@at &

if desired [49]).
; Excluding Finland, only the four West Eurcpean countries cited have
. imported Soviet natural gas to date, These countries are also the

principal parties to the Soviet-West European agreements of 1981-82,
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- to which Switzeriang nas acceded as well (See Section DO hHelow for

'

(‘ Jetails on these new ayreements),

EE Table 6 shows the yrowth in the volume of these 1mports since therr

;é inception in 19648. From a modest 1 ncm in 1970, Soviet gas exparts

‘- to Western furope have risen to 24,6 pem in 1980, representing apout

=Bt

éf 12 percent of total w~orlc trade 1n natural gas (by pipeline anc LYUG),

%3 In 1980, the FRG toox somewhat under one-half of this volume (13,7

- ocm), Italy aoprdximately 2S5 percent (4.3 D¢m), and the remaining

%ﬁ 30 percent was diviaded between Austria (3,5 becm) and France (3.9 bem). i

:E The share of Soviet gas in the total natural gas imports Of these %
:n four countries, when measureg in terms of their thermal value, also i
EZ increased significantly over this period, from 12,7 percent in 197Q

s

§V to an estimated 28.4 percent in 1980 (Tapble 7)., The shares varied :
i extensively from country to country, virtually all (99 percent) of a

Aystria's gas imports come from the USSR, In 1981, Scviet gas accoun= ]

s .
. ted for 41 percent of total Itatianm imports, 24 oercent of total im- . }
. .
' ports by the FRG, and 19 percent of total French imports of natural a
i? gas (see Table 7), %
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Gas exports to wWwestern turope (and Eastern Europe as wetl) in th:
1960s originated ftrom the Xhar'kov region of the Ukraine, where the
giant Shepelinke field is located, However, by the early 1970s, ou. g

put in this area pegan to level off, This, combined with peaking of -
"4

production in other, traditional gas producing regions in the Europe -
USSR and with the discovery of supergiant gas fields in Central Asia
and West Siberias, precipitated the eastward shift of gas production
in the Soviet Union, This movement in the locus of gas production
was especially rapids and by 1975 almost 50 percent of total gas out
put was from the Asian regions of the USSR, compared to 14 percent

in 1965 (S0). This share rose to almost two-thirds in 1980, Largely
on the basis of expanded West Siberian production, total Soviet gas
output is scheduled to grow by 7-8 percent annually over the 1931-85
plan period - a goal which most Western specialists regard as rea-
listic C[S11],

The sourcing of gas exports to Western Europe followed the shift ..
production. In the early 1970s, natural gas was exported from the
Vuktyl deposit in the Komi ASSR through the 4,300 km pgipeline system
known as "Northern Lights" [52]. Subsequent Links from Vuktyl to the
larger Medvezh'ye field, and then in the latter part of the 1972s to
the supergiant Urenyoi field have pushed the sourcze of gas exports
further eastward.,

The Urengoi field has become especially important in Soviet plans “or
natural gas development (53]. With estimated reserves of almost 4,000

billion cubic metres, exploitation of this field is pivotal for Sowviecg

-45-
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domestic neeas anu for export, By 1932-33, annual procuccion at th:s
one fiela alone is targeted at 120 bcm, greater tnan totali cutput in

the Netherlanas, the worlc's thirc largest orcaucer (3417,
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Under an agreement concluded in the Fall and Winter of 1931=32 (and
to which we shall return zelow? the Sovi2t Unicen is oreparing to
export, by the mia-1438Cs, a furtner 27 bcm o7 gas annually ta faur

d2st European countries., {28 becm if Itaiy is includgec - see Taole 9

below). Urengoy wili again be called upon tc source the bulk of

I Y DT ECELES ) S S 3 W S .J

these incremental ygas exports to western Eurcpes, at Least unitl the
mid-1980s, when the jiant Yamburg field, also in Tyumen' Oblasts, is
scheduled to supplement Urengod gas for export to western fyrcge. *

The 1981 agreement 1s undoubtedly a partial outgrowth of the trilate-

ral "gas swap'" arrangement involving the Soviet Union, Iran anc a West

ol A

European gas consortium headed by Ruhrgas AG of the FRG. The trilate~-
ral accord, signed in 1975, envisaged Soviet gas exports of 11 bcm to

Western Europe ang 3.4 bem to Czechoslovakia, The Soviet Union w3s to

Bos st b0

receive 17 bem from [ran in of'fserting 3as deliveries, intended to
meet the growing needs of the Caucasus region, Although the agreement

was abrogated in 1979 by the revolutionary Islamic leadership in lran

and has not been revived sinces it revealed the Soviet interest in

expanding gas exports to Western Europe (5S5].

- s .
e bnl

g

B. Soviet Policy Objectives

- 4

s

L4

From this brief overview of the development of Soviet 33as exnorts to

Western Europe, 1t is apparent that the Soviet Union has a strong inte-

W L,

rest in continuing and expanding these exports even though it entails

2

costly investment, of both skilled Labour ana capital, for gas fiela

i,

development and pipeline construction, Moreover, this interest in ex~
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port exoansion cownes at a time when the Scviet Union is increasingly

relying upon natural gas to meet comestic energy neeads, as toth coal
and oil procuction Level off, In Light of the tremenzious techrical
Jdemancs 4anc 1nvestment burden involved, anz rapidty rising dcmestic
fuel requirements, wnhy 1s the Snviet Union sO getermined to conitnue
to expand gas exports to western Europe?

In certain respectss, the motivation is the same as for oil exports -
to earn nard currency, 3yt this 1s only part of the story., Thre
underlying reason fcr exportyng gas to 4estern Syurope stems fram an
inacdequate technological l(evel and a lack of capacity to procuce
acdequate material and equipment for the industry, This characte-
ristic differentiates the Soviet gas industry from the long-establi-
shea otl 11ndustry, wnich has been developed with less reliance on
imoorted inouts. Earnings from gas exports are effectively earmarke
to finance essential i1mports for the gas 1ndustry itself (see dDelow).
Accordingly, Soviet yas exports should pe viewed pgrimarily as a
method for realy2iny an import-led development strategy in the qgas
sector,

The ratirance of the Soviet gas industry on imported technoloqy and
equigment has been studied by Robert Campbell, 4 long-time analyst of
the Soviet eneryy situation [(56), Campbell suggests that the Soviet
3388 1ndustry has two critical problem areas where i1t has not been pos-
sible or feasible solely to apply Soviet technology and Soviet-produy-
ced equipment ang materials., The two trouble spotss, both of which re-
late to gas transportation, are compressors and <ice-diametre pipes

£571., Although the USSR manufactures both, the domestic product eitner

1
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nas not been procuced 1n sufficient quantity {(wide-diametre zipe) or
ts unreliable (compressors).

The most cost=efficinmnt means of transporting gas %y pipeline 15g
under high pressure, througn wice-giamnetre pisa, The savinas 11
fixed and variable costs of transportation are significant, as
recognized by Soviet specialists [S8). Transportation costs are
especially critical in the Soviet case vecause of the vast distances
over which the yas must oe pumped, from the remﬁte gas fieldgs in
the Asian USSR to consumers in the European USSR, J{onsequently.,
Soviet planners and specialists in the jas industry opted for tae
more efficient wige-diametre pipe (1,020 mm and over) and more
powerful compressors. The subsequent decision about whether to deve-
top sufficient inagigenous capacities for both or to rely mainly uoon
Wwestern imports, was resolved, especially in the case of pipe, in
favour of the latter [59]., As a result, it is thougqht that over two-
thirds of all wide~diametre pipe used in Soviet gas pipeline are im-
ported, and that all Soviet gas pipelines operating at 75 atmospheres
of pressure rely exclusively upon imported pipe (601,

That imports of equipment and technology for the natural gas
industry were, from the outset, intended to be financed by gas
exports is evident from the “compensation format"” traditionally
employed by the USSR in its gas export arrangements, Under this
format, Soviet purchases of pipe and related pipeline equipment
are financed by the extension of long=-term, Western ¢credits to the
Soviet buyer (or its oank), These credits are then repaid from the

receipts of gas exports

to the West European importer, The term

.‘.l .-"i

e

A

i J W

A

IL. R
asana 4

DA




AR AERANENENESEWOUDAEILI SRR MR R A A I A A I P e I T A e e i R T B

‘.J

{

o

g

d

T

o

: . K

M of the agreement is usually longer than tne perioc requirea for :j

repayment of the crejits, so 93s exports teyonc the repayment twerm @

;- will genmerate casn proceecs (511, -

- while the first of tnese zeals was concluded ir 1968 with the o

: | | 3

Austrran firm Voest-aluine, the mnost celecrateds, and largest, con- 91

3 _ ) -3

- tracts have involivea Mannesmann Handel anc Thyssen Stahlumrion of the -1

- FRG. In the last decade, numerous contracts have peen signed between ”j

these comcanies and Soviet enterprisess, the first in~ 1970, Ir all '#

. of these agreements, the Soviet foreign trace organizaticn, L

- Promsyrigimports, purchased pipe from Mannesmann and Thyssen using

- credit extended oy west German hanking consortia. Ruhrgas AG, the

privately-owned west German gas utility, acted as lead member of

a consgrtium of west German gas cistributors to purchase the return

‘.
(]
" ey

flows of gas. Runrgas has signega four Long-term agreements with
Sojuzgazexport (vn 1473, 1972, '974 and 1981) for the delivery 5f So-

viet natural gas extenaing beyond the year 2000. under arrangements

[
"
R
-]
-4
‘4“‘
]

now in place, but excluding the huge West Siberia-western Europe pipe~
Line ceal of fFall 1981, the USSR is expected to supoly to the FRG, by
the year 2000, a total of about 200 bcm of natural gas in exchange for
pipes [62].

In examining the relationship between the value of pipe sales Dy
Mannesmann and Thyssen over the 1970s anc the value of Soviet gas
exports to the FRu, we estimate that allL of the Soviet Union's
proceeds from gas exports to the FRG to the end of 1980 equaled
approximately three~-guarters of the cost of imported gcipe from the

FRG (excluding 1nterest charges on the cregit), By the end of 1980,
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Mannesmann and Tnyssa2n hac soi{a an estirated 33,3 to 32,8 biliron B
=4

worth of wide~dldametre pipe unger tnNe 21028=-70rf=3as arrangements L63). %
The cumutative vatlue 5S¢ Soviet gas excorts to the FRS cver the same )
4

period was $2.6 2illicn, 40 percent of tne tatal value 2f 3oviet -

3as exports to WJestern Europe [54). Hences, even excluding interest
charges on pipe creaitss, and any other purchases £ty the Soviet 3jas
industry, 1t would appear that in the case of the FRG gas exporrs
revenue in 1970-0U conly partiatly offset the cost of imports of

pipe for Soviet pipeline construction,

It is impossivle to identify, on the basis of Soviet trade data ;
alone, the total hard currency imports of the Soviet gas industry. “
However, by summing in non-compensatory purchases of wide-diametre
pipe from other Western countries (especially Japan), compressor :
stations, sour gyas treatment facilities (for Orenburg ana Astrakhan), #
pipelaying equipment and other ancillary equipment used fcr gipeline ‘

construction, and the interest on credits used for these purchases,

:

it seems highly probaole that total hard currency revenue from gas ‘;
}: exports has been insufficient to offset the cost of imports by the na- i
="y :
R tural gas industry [65], In other words, the hard currency balance of N

D)
1]
N

trade for the natural gas sector alone has so far resulted in a large

o
.

T

deficit for the Soviet Union,

The deficit has tnus had to be financed by other earnings and by

.

AL AN

| SR

long-term credits, some raised through gJgas compensation arrangements,
By now, some of the original credits will have been paid off,
! meaning that a certain volume of natural gas might be supolied to

Wwestern Europe for cash, This would reduce the hard currency deficit
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‘n the gas sector, Against this, however, will be further purchases
of materitals ang egquipment for the gas I1ndustry, which will keen the
deficit from being fully eliminated in the near term,

Although Soviet coili1cy On gas exports to the West 1s similar to oil
export policys, in the sense that the motivation for bHoth is to earn
har3 currency for essential importss, there is then an important diffe-
rence hetween the two fuel commogity exports, Gas export revenue has
reen retained for tne neegs of the natural gas sector, while cil reve-
nues have been essentiral for the hard currency import requirements of
the economy as a whole, Thus, natural 3Jas has not been used in the
way oil has, as the valancing item in hard currency trade, As Long as
oil export revenue rose continuouslys, there was in fact no need for
natural gas to play that role,

Moreover, natural gJas exports are (ess suited for this purcose as
they do not possess the "fungibility” of oil exports. [n the first
olace, the infrastructure (i,e, pipelines or LNG terminals) required
for the transportation of natural gas restricts the capability for
immediate expansion of natural gas exports. There is no ‘'spot' market
for natural gas. Moreover, contracts in natural gas trade are usually
for large guantities over a long term, In general, then, natural gas
trade lacks the tiex1orlity of oil.

Hith'fhe imminent prospect of declining hard currency revenue from
oil export;a it has dDeen widely suggested that natural gas will now
be relied upon to make up any shortcomings in hard currency cil export
revenue, In particular, the massive, new west Siberia-Western Eurooe

natural gas arranyement has been percetvead in this lLight, ana at least
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one Western report anticipates that nar3l currency revenues from gas
exports will be sufficient to more tnan cifset any loss in o1l exsort
oproceeds in the current decace [561],

Certainly hara currency gas export earnings have been increasing
steadily over tne past decader, and because of rises ir the price of
gas exportss particularly in 1980, the share of natural gas in total
hard currency earnings rose to 13 percent in that year, compared to 3
percent in 1975, As the preceding analysis cemonstrates, however, to
make up any Loss 1n o1l export revenue, natural gas exports must earn
substantially more than the amount needed to ccntinue financing the
hard currency import requirements for the cevelopment of the natural
gas industry. Thuss in determining whether or not the real value of
combined oil and gas export earnings can be maintained, the equation
must take into account not only the anticipated rate of decline in
hard currency oil export revenue and the growth in the value of gas
exports to the wests Dut also the expansion of imports for the natural

gas sector necessary to meet planned production targets,
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Lo (. Gas Export Prospects 1n the 198Cs: Implications for the
{ Soviet Balanrce of Trace ~i1th the west

- In projecting tne suoply of natural 3as to western Europe, a criti=

cal zeterminart 15 the @xport cacdcity of the pipeline network, Thas

S incluzes, tn aduyrtion to the Soviet netuork, the Czechoslovak system,
55 as atl Soviet gas pipeq to wWest European countries (exclucing Fintanz)
1; passes through (zecndoslovaxia,

EZ The Eleventh Soviet Five-Year Plan (1981-85) gives priority to

;Z the construction of major adcditions tc the domestic gas-pipeline

grid. These incluae the construction of six large-diameter (1,420 mm)

pigelines to bring Jas from the Urengoi fielas to Eurcpean Russia,

Five of the Llines wi1ll tie into the existing domestic cistricutian

E)
o

system (467), The sixths, the so-called "export'" pipeline, is being

: puilt in cooceration with West European importing countries under an
) ?’:l
_; ajreement which i1s tne subject of section D below.
;, while negotiated 'n the form of a separate, gas-for-pipe-and-
.
ﬂ equipment arranyement, the export pipeline 1is in fact nothing more
b
Zg than a major component of the broader pipeline construction program
: which itself has 1mportant export ana import 1mplications, Jecause
'Z of the interlockiny nature of tq§.30viet pipeline grid, the in-
f; crease in export capacity at the Western vorder of the Soviet
:. Union will not ve Limited to the capacity of this one Lline,
ML
ﬁﬁ It will 1n fact pe far greater, by 1986, if pipeline construction .
& y
'E plans proceed as scneduled. ™Moreover, imports of pipe and eguip- q
J

Fio 4 yx

ment from the West are not destinel exclusively for the export ?
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line, but will ce compined with comestic materiais ana ecguipment j

-

more generally 1n the pipeline ccnstructicn grsaram, [

If planned auuiticns to the Soviet oipeline grid 4ill crovide meore 3

than sufficient capacity for the contempglated expansion Jf exparrts -

. . o

to Western Europes what of the transit capacity through Czechoslo- Y

vakia? will it pe a opottleneck? Since this aspect has been rela- ]

tively neglected, let us examine the existing and projected capa- -

.l‘

city of the Czechoslovak "Transit” system in jreater cetail, d

The border point for gas transhipment 1s Uzhgoroa, where gas enters ﬂ

the Czechoslovak system, Soviet gas entering this system can be @

sourceds, through tne Soviet domestic pipeline grids from the Western
Ukraine (Dashava and Shebelinka fietds), the Orenturg gas fields in
the Urals, or from western Siberia (Vuktyls, Medvezh'ye and Tyumen'
fielas). fFrom Uzhyorod, Soviet gas is dJdelivered through (Czechoslova-
kia to six other countries - Austria, the FRGs, France, Iltaly, the GOR
and Yugoslavia,

There are three major "international™ Lines in the Czech gas transit
network, The firsts, completed in 1967, is the "8Bratstvo™ pioeline,
with a Limited capacity of & becm per annum, The first Soviet gas

exports to Western Europe (Austria) passed through this Lline,

Construction of a second "Bratstvo" network was initiated in 1970,

It consists of two parallel Lines, built in two stages between 1970

and 1975. The total rateg capacity of the two lines is 28 bcm per

..

annum (68], Soviet yas could then be exported to the FRG, Italy ana

the GDR.

tn 1975, Czecnoslovakia and the Soviet Union signed an agreement

PR
PRPL I
R T
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wnerenoy (zechoslovaxkia agreed to expang the overall capacity of its
Trans1t system to 37 ocm [69). This was necessary to accommodate the
ingcreased volume of nmatural gas to pe delivered to both (zechoslovaxkia
3~2 the GCR (anu possicly Hungary) unger the Qrengcurg agreement,

In the latter part of 1978, Yugoslavia was alsc lLinkec to the

Transit system, and 1n 1980, 3s the result of the extension of the
pipeline Leadiny trom (zechoslovakia through the FRG, France was

a:dec to the List ot countries served, In 198G, the six ccurtries
receiving Soviet gyas via (zecnoslovakia reported i1mports of avcout

2 bcm,

In 1978, Czecnoslovakia began construction on the third pipsline

1n 1ts Trarsit systems, called the "Consortium"™ line (70]. It was

.originally intengec to handle expanded dJeliveries to Austria, the FRG

and france, envisaged under the 1675 agreement involving I[ran, the
Soviet Unicn anu a west European gas ccnsortium headec by Ruhrgas
AG (FRGY [71])., (As mentioneg earlier, this agreement has since been
cancellea by the Istamic regime in lran), By 1984, when the (onsor-
tium Line is scheguled for completion, the capacity of the entire
transit network will bpe 5C=53 becm per annum [72].

For its part, tne Soviet Union already (in early 1983) has 1in
place enough pipeline capacity to deliver this much gas.. The
Soyuz (Orenburg) pipeline has a capacity of 28 bcm at thgorod,
ang the "export Line"” of the Northern Lights system has a similar
capacity (73], A smaller pipeline from the Western Ukraine (Dashava)
to Uzhgoroa coula nandle an additional &4 bcem,

Soviet gas exports to Western Europe are limited, first and
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foremost, by the capacity 2f the Transait system, There couln ce
partial capacity tnrougyhn tne "Consortiun®™ (ine in 1623, tut olans
are for it to reacn full capacity only in 1G24,

On this basis e can projects, from tne supply side, tre total Dossi-

ble volume of Soviet j4as exports to wWestern Eurooe through the miuy-~

;& 1980s. After subtracting the projectea, 1984 gas exports to the GDR

‘gz (? bcm) and Yugoeslavia (3 bcm) which must be dJdelivered via (zechoslova~

¥

;3 k1as, and account is taken of the loss of gas zuring transmission (the

=$; compressor stations are fuelled Dy natural gas), total Scviet gas ex- é
_gg ports to Western turope will not be able to increase teyond 40 bcm by %
;; 1984. The source of these gas exports could be the Western Ukraine, a
Eﬁ Orenburg or West Siberia, :
*5% The largest jump in Soviet gas exports to wWwestern Europe shoulza E
‘:; occur sometime in the next five-year-plan pericd (1986~-9C), with E
Bty the completion of the planned additions to the Soviet domestic ]
‘:; pipeline grid ang the (Czechoslovak extension of the Soviet export ]
o 4
'%3 pipeline, This extension, which apparently remained cn the design 3
. boards in 1982, would be the first large-diameter (1,420 mm) section i
;E of the Transit system [74], Assuming that the gas is pumped through A
) h
:% at the same pressure of 75 atmospheres planned for the export pipe- ;
Lo line, the rated annual capacity would be 30-32 bcm (75].

iﬁ Another transit Link from Uzhgorod to the West has been mentioned .
i# --through Hungary (761]. This line would more directly serve im- \
Yo porters of Soviet gas in Southern Europe. Little information has

%2 been made public on tnis aspect of the otherwise much publicized

ii Soviet-West European export deal, and the route presumably remains :
2

..
L

4 L)
.l
ALK
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i dependent on the i(evel of Italian gemany for Scviet 33s. j
( Estimates of tne supoly cacacrty of the system being cevelope:z ﬂ
?; t> deliver Soviet natural gas tc W#estern furope in tne seconz S
Eé nalf of the cecade, tnus confront many unknowns and uncertaintias ;
- an the Eastern sige. (Uncertsintres generates frcm the wWestern
55 side, in particular tne efforts cf tne Unitec States to zlock
ié construction of the export pipelines, will be giscussed i1n the next
fu s:ction), Nevertnelesss, Our estimate of tne maximum ccossizle
ég volume of Soviet yas «hich coulc reasonacly ce delivered to
;E Western Euyrope 1n late 1980s woula be in the neighbourhooa of 77
; nem almost three times the 1980 volume of exports.
;i In sum, then, supply constraints on the expansion cf Soviet
ig exports of naturaL 4as to western Euroge are very modest, In

markea contrast to the Soviet o1l export situation. Moreover,
E they are rooted not in limits on the growth of production, but
;ﬁ rather are imposeg oy the rate of expansion of transport faci-
& tities (pipeline capacity)., As in the case of oil, however.,
,E Soviet gas exports to Western Europe have, in the eariy 1980Q0s.,
% begun tO0 encounter Limitations on the demand side. It is these
) which now (early 1983) seem likely to holo actual exports below
f their supply potential,
,3 According to gas supply contracts under recent negotiation, 1t
j would appear that wWest European buyers are fixing delivery Levels
‘ﬁ below previously anticipated volumes, reflecting the lower, pro-
N)
,3 jected demand for natural gas Yy the West Eurcpean economies.
:; for example, under the new agreement concluded in 1981, the *¥RG
‘.
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will 1mport 10.5 uecm and not the 12 bem criginally anticipatena,
The volume of Soviet gds exports to western furope woulo provably.
therefore, remain pelow maximum pipeline capacity., Estimates for
the volume of Soviet gas exports to western Europe based on Dotn
supply and demand considerations are presentea in Table 8. They show
exports rising to a tikely maximum of 55-60 bem by 1988, and remaining
in that vicinity for the remainder of the decade.

Whatever the volume of exports, it is the value of those exports
which is especially important for the Sowviet Union, It is much
more speculative to calculate the value of those exports than it 1is
the volume. Nevertheless, we have made some calculations on the esti-

mated value of these exports over the current decade.,
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Table 8

cwhon ra, boo8
At e M
R

Projectea volume anc Value of Scviet Natural Gas
Exports to western Europe [alJ (1980-1950)

N {‘

L

‘.‘L‘f‘ .‘. ’._ LA ‘A “J “ 2 hd

Year Vvolume (2] (ocm) Estimatec value (brtlion of rubles) (c]
supply 3emandu
censtrainead Scenario 1 Scenario ¢

sTalald
PRRY

1980 39 25

1981 30 29

1982 30 27

1983 35 30-32
1984 43 37-49
© 35 56 5d=55
1986 56 50-53
1987 56 50=55
1988 68 55-560
1989 68 55-6J
1990 68 55-613

PN 4 A

[
- 0 0O W
.

D e

.

]
O 0 00w o~
* .
MDOONWV — NN
LI ]

9
1

1
13.2'1'».4
14.5"‘5.8

—
~N
.
v

.
&~ 00 000000

fo NI o NIo e e S NEP
» L]
00 G0 00 AU N B W~ (1RO —
1
N NN OO SN o
[

a -~ Excluding fFinlang,

b - The supply constraint on Soviet gas exports to Western Europe re-
sults from tne capacity Limits of the Czechoslovak gas transit
system, From total capacity must be subtracted the 10 bcm of
Soviet natural yas exports to the GDR and Yugoslavia as these are
delivered tnhnrough the Czechoslovak system as well, In 1983-84,
the thirg pipeline in this system (called "Zonsortium™) is to be
orought on stream raising transit capacity to Western Europe to
approximately 43 ocm per year, The fourth pipeline in the Transit
system wnhich utilizes for the first time 1420-mm diametre pipe.
1s to be partially comoleted in 1985, putting the capacity of the
entire system at an estimated 56 be¢m., When all compressors on
this fourth Line are completed (planned for 1988), total Transit
capacity will reach about 68 bcm. The demand constraint 1is an
estimate of the amount of gas West European countries will import
based upon the 1931-82 contracts for increased gas deliveries.

The supply constraint may come into play during the mid=1980s
(1986-87), out for the most part, the level of Soviet gas celive-
will be cetermined by West European demand.

¢ ~ We have calculated the estimated value as follows: The 198C-81
value tigures are official Soviet statistics from yneshniala
Igrgoxlia. The estimated 1982 value assumes a 10 percent increase
in the price of Soviet gas deliveries to Western Europe, The es~-
timatec 1982 price for 1000 cu.m, of Soviet gas is about 123 rub-
less, which is also close to the reported '"guaranteed minimum price”
for new geliveries under the 1981-82 agreements (US $4,7C aillion
8TUs)., Using the 1982 price as a baser, we then use two varrants
in price chanyes for the remainder of the decade. Scenario !
assumes no siynificant further price increase for contracted deli-=
veries, while Scenario 2 assumes a 10 percent annyal increase in
price.
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From these calculations we see that 1985 hard currency gas export re-
venue would, dependinyg upon the price assumption, be in the ranye of
6.2 to 9.0 billion rudoles, an increase of 2.9 to S.7 billion rubles
over 1982 earnings. There has heen much speculation as to whether or
not these increased earnings will be "adequate to offset a projected
decline in Yoviet nard currency earnings from oil exports. Given the
recent, announced reductions in the spot and contract price of Soviet
crude oil exports to non-CMEA markets, to between 327 and 328/bbl, it
seems clear that the Soviet Unicn's hard currency revenue from cil
exports will decline, The USSR cannot entirely (or for long) offset
falling prices by increases in the volume of oil exports, In fact,
the lLikehood is that the volume of Soviet 0il exports to hard currency
markets will continue a longer-term decline,

If we assume that the current price of Soviet 01l exports to the West
remains the same, and that the volume of these deliveries falls by
about 10 mmt between 1981 and 1985, then the USSR will be earning
about 3,3 billion ruoles less from these exports in 1985 than in 1981,
Thuss, if oil and gas prices do not increase significantly between now
and 1985, it is possible that combined oil and gas hard-currency re-
venue would fall below 1981 earnings. In reals, rather than nominal,
terms the decrease would be considerable, The real contribution of
energy exports to the Soviet balance of trade with the West seems Li-
kely to be substantially diminisned by 1985,

The situation is in fact even more serious than implied by this pro-
Much of the

jected decline in compined oil and gas export revenues,

gas revenue is still required for the purchase of pipes, compressors

-63-

badefntchnddin bo




D A

s

* RCRDRCIM AR

"
o«

£
e

T T T T T T W W W WV N W TR N Iy N ey Ay s,
R S N - N P PSS S e . Ik I e -

and field equipment for the natural gas inaustry, Soviet plans for

gas pipeline construction over the 1981-85 periog are staggeriny =

57,000 km,

of pigeline and 260 compressor stations with an overall

capacity of 25,00u MW, (77]. Five major gomestic gas oigelines are to

be built

from tne Tyumen'® gas region to the Eurcopean USSR, As these

pipelines have peen designated for 1,420 mm, gdiametre pipe at 75 atm,,

it vs assumed that much of the required pipe must bDe importec, The

gas expor?

ampitious
share of

repay the

oipeline 1s, therefore, absolutely essential to finance the

and costly plans for the Soviet gas industry, A substantiatl

future gdas export revenue will, as before, be earmarked to

import requirements of the natural gas industry, for many

years to come,

In these circumstances, the Soviet Union will undoubtedly continue

to pursue

the strategy of widespread gas-for=-oil substitution, Deve-

Lopment plans for the gas incustry indicate that this is Llikely to

remain an
expansion
export of
stitution

critical

integral part of Soviat energy policy, Current gas pipeline
has a dual aim in terms of hard currency earnings: direct
gas to harga currency markets and domestic gas-for-oil sub-

to release o1l for export, Gas=-pipeline cdevelcpment remains

to the Soviet Union's internal fuels-enerqy balance and to

its external balance of trade,
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D. The Soviet-west European Naturat Gas Pipeline Project (73]

1. Short History of the Negotiations

Beginning in 1978, exploratory talks were held between Soviet offi-
cials and West German business interests on the feasibility of buil-
ding a nineline from the Large gas fields on the Yamal peninsula in

the northernmost portions of the West Siberian wastelands to Western

Europe, With the demise in 1979 of the trilateral German-Soviet-Ira-

R
e .

nian gas supoly agreement, an alternative source of supply was more

actively sought by the FRG, In early July 1980, the Soviet Union

. _§ U

officially confirmed its interest to a high-level delegation headed by

Chancellor Schmidt, which was in Moscow for the signing of a long-term

4
German-Soviet economic and industrial cooperation agreement. The for- ii
mal go-ahead for the project was given by including in the agreement f:
a decision to begin negotiations, E

Talks began in late July 1980 between the West German gas utility ;;
company Ruhrgas AG and a visiting Soviet delegation headed by the So- oy
viet Deputy Foreign Trade Minister, Nikolai Ossipove The questions ii
discussed included the supply to certain West European countries of R
an additional 60 to 70 billion cubic meters of gas per year through a i%
neu,.LpASO km, oual-tracks, large-diameter export pipeline from Iﬁ
Northwestern Siberia to Uzhgorod on the Western border of the USSR, 'ﬂ
and matters related to the financing and deliveries of pipe and equip- ’1

ment for the project [(79). (As the project materialized, the source L

of the gas shifted from fields on the Yamal Peninsula, also in north-
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,i west Siberia to tne more accessible Urengoi field.). The Soviet cele- ﬂ:

. -

{. gation subseguently visited other potentially interested parties in o

‘E in Rome, Paris 9nag vienna, The negotiations progressed favouraodly ;

:% throughout the year and a3 seconc round of meetings was held in Jctober, 5

4 g
As they progressed, the negotiations were complicated by the tact that i

i they were being conaducted simultaneously with a variety of countries, f

bi atl eager to see tneir purchases of gas occasion large supply con- ;

5 tracts for domestic 1ngustries, The USSP uncerstandably chose to ia

é to deal separately with suppliers and bankers in the West, in orader ji

.? to take maximum advantage of the conditions of the Western recession.

j This allowed Soviet negotiators to play one supplier against another,

>$ ana to obtain lows nominal interest rates on the credits raised (80]. - i

g The major West European party == in terms of gas purchases and pipe 2

. and equipment supplies == remained the fFRG, with Ruhrgas the lead mem-

? ber of the West German gas=purchasing consortium,

.3 For the deal, the Soviet UNnion once again employea the time-tested

* compensation format, It sought to assure markets for increased gas

€ exports to western Europe and to arrange favourable financing for the

M

? import of the materials and equipment needed, through a linking of the

; two sets of operations, Several characteristics of the arrangement,

5 however, distinguisn it from earlier Soviet export-pipeline projects %

»E {such as Northern Lights and Soyuz2)., Firsts, the USSR has contrdacted a _i

A consortium of two leading national steel producers, Mannesmann (FRG) -

; and Creusot Loire (France), to act as general contractors, wheresas in g%

; previous projects, a Soviet enterprise was designated for the purpose l

. (81, The Soviet uUnion has, however, selected beforehand (or 15 selec~- .‘i

: ~66=-
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ting concurrently) many cf the Jdestern suppliers, The secons new cha-
racteristic is that a.most all of the capacity of the new pigcelin-?
seems to be earmarked for export to Western Euroupe. Transit fees 11n
kind paid to Czechoslovakia (and possibly eventually to Hungary) will
presumably be made through existing pipelines.

In early 1981, a variety of difficulties surfaced ocn the European
scenes, which served to dampen optimism over the possibility of a4 Gguick
conclusion of the neyotiations, An unforeseen increase in West
German interest rates over the latter months of 1980 comglicated
the talks, as the Soviets asked for terms below those the West Serman
banks were now willing to offer, The newly~-elected administration
in the United States, strongly opposed to the project on strategic
grounds, requestec the Europeans to reconsider their plans to rely
more heavily on Soviet gas. at a time when they were already expe-~
riencing unanticipated temporary reductions in contractual deliveries
of gas from the USSR, While these disruptions were attributed to
technical problems along the pipeline, caused by a particularly
severe cold snap in Siberia, they nevertheless put into gquestion
the reliability of the Soviet Union as a supplier. Meanwhile, the
Wwest European market for gas had sottened as the second oil price
shock pushed the importing economies deeper into recession and as
fuels conservation measures Segan to have effect.

These factors brought the Europeans to envisage a reduction in the
volume of gas they were willing to purchase, from 60 to 70 becm to 3C
bem or less per year, In France for example, the government undertook

a serious review of the level of French participation in the project,
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} urging Gaz de Ffrance to lower the amount of gas i1t wisheg to 1mport.,
{ from 10 bcm per year to 8 bcm (82], To reflect the lesser, orojected
'; European cemand for jas, Soviet pipeline puilging plans were scalec

g down at this time, Tney now callea for the laying of only one nDipe-
| Line instead of the original Jdual-track system, and which, operating
&

f at a pressure of 75 atm, would nave a delivery capacity of arounc

¢

33-32 bcm per year,

Pt
~t-

« Y

It 1s on this pasis tnat the negotiations continued., As of enc=1382,
tour West European countries (Austrta, tne FRG, France anag Switzer-
tand) had contracted tor adcditional imports of Soviet gas totalling
20 oecm annually, 4hile negotiations with one other country (Italy)
for an adoitional 8 ocm per ycar were still ungerway (see Tatle 9J),

The terms of financing to be provided by the Germans, and the prices

e S o' RS By 4 A B

to be paid for Soviet yasr, remained the major obstacles throughout

..

the first half of 1981, The stalemate over financing was finally

oroken in Julys, wnhen an outline financing agreement was signed between

-t

Germany, the principal partner in the project, anc the Soviet Union,
The size of the officially-backed credit Line was now half of what
2. was originally anticipateds, and covered only supplies of compressor

stations and relategd equipment, not of pipe, Imoorts of large-diama-

Y
Ly

ter pipe are to oe contracted for, and financed separately, on an

19

N

: annual basis /83/., Nominal interest rates were a concessionary 7,8
S 4

: percent over ten years, well below market rates, but they were thought
X to be offset by higher purchase prices for equipment,

f

y

X

>

L
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The way was now cleared for the conclusion cf a majcr contract between

I

MoscOw ang Mannesmann/(reusot-Loire for 22 compressor staticns worch

;
k)
[
o
-

$940 miltiion., Tnese and Other equipment purchases are Listed in

G 4
i% Table 10, Aitoyetner the USSR has megotiated over $6 billian in Long- 3
- term credits for the project from the FRG, fFrance and others, %
-

The question of prices was finally overcome in November 1581, when the f

Soviet side abandoned demands that gas prices should be tied to world j

prices for crude oil. The pricing formula aygreed upon 1s composed of E#

.é 3 base price anag of a3 guaranteed minimum price. The base price, re- i
3 portedly now fixed at an initial 34,70 per million BTUs, is to bSe in- E

dexed to overall trends in the price of fuels, such as heating and
fuel oil, which compete directly with natural gas on the West German
XA market. As for the guaranteed minimum price demanded by the Soviet
Union, Rurhgas AG, as lLead member of the gas purchasing consortium,
was able to reduce it from an original 36,05 per million BTUs to a
reported $5.70 per million BTUs.  The base price is the one West Ger-
mans will actually pay, but should it turn out to be less than the
guaranteed minimum price in 1988, the year full deliveries aof gas fram
the USSR are to be achieved, then the latter price will apply. This

is a possibility, should fuel prices in West Germany remain stable,

or increase only slightly (843,

It should be stressed that the Soviet-west European pipeline project

(AP N

-
involves two distinct sets of contracts that are tied to one another .

q
-
ol
K
o
S
K
-3
)
W
R
A}
a

l

LN
pey

only in broad compensation terms. One set governs the purchase of
. Soviet gas by indiviuual West European countries, while the gther

is for purchases of pipelines and equipment by the Soviet Union
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. from Europe., The two contract nackages are connected implicitly
but not formally. wdoth sides recognize that ircreasec deliveries of
gas entail purchases o2f European eguipment for the expansion of the

Soviet gas transportati1on network, and that gas exports will 3senerare

the foreign currency revenues required to repay the Loans throughr

“hich the purchases J4ere made,

3, American Attempts to Block the Export of Pigceline Technology

to the USSR .

The Reagan Administration in the United States strongly ogposed the
opipeline from the very beginnings, and has resorted to political and
economic pressures to stop it [35]., At the Ottawa Summit in July 1981, "
President Reagan personally expressed his grave concerns over the de-~ .
trimental repercussions 3 greater European dependence on Soviet gas
would nhave for the cohesion of the Western Alliance, He urged Euro-
pean heads of government to consider instead alternative energy supply
sources locateag within the Alliance, The Eurogean countries aeclared
these to be inadequate and proceeded with the negotiations.,

Despite findings of a Congressional study issued in Fall of 1981 cthat
the Soviet eneryy sector was not vulnerable to unilateral US sanctions, R
the Administration took 3 series of steps beginning in December 1981 =
to block the pipeline project [(86]). These focussed on preventing
the export of US tecnnology important to the completion of the oroject

{(see Table 12), Ostensibly as a reaction to the imposition of martial

law 'n Polana, the American government on December 29, 1981, imposed
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sanctions on the export by American companies of o0il anc gas tecnhno-
logy and equipment to the Soviet Union,

The sanctions prevented the Caterpillar Tractor Company from shipoing
200 pipelayers to the USSR, and the General Electric Company, Dresser
Industries and Coouper Industries from providing further turbine com-
ponents to AEG-Tetefunken o0f West Germany, John Brown & Company of
the UK and Nuovo Pignone‘of Italy, all three responsible for tho
butfitting of the compressor stations along the pipeline. Not
atfected by these sanctions were 23 rotor and blade sets shippeds to
Europe by General Electric prior to the embargo.

The sanctions were further extended on June 19, 1982, to include
equipment manufactured by the subsidiaries of American companies
abroad, or produced oy foreign firms under licence from U.S. companies
Moreover, these were to apply retroactively, Affected were the above
named companies which manufacture turbines under Licence from General
Electric, as well as: Alsthom-At lantique of France, which has a Gene-
ral Electric licence to produce spare rotor and blade sets for turbi-
nes, Creusot-Loire Engineers of France, which has a lLlicence from
Cooper Industries to provide replacement parts for the compressor
stations, and the French subsidiaries of Rockwell International
and Dresser Industries.

Under American lLaw any company found in violation of these restric-
tions would be subject to fines of five times the value of U.S5. cam=
ponents involved, and prison terms of five years for the executives of
violating companies entering the United States. Furthermore, infrin-

gement of the sanctions would cause foreign companies to be black-
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IS4 &




- - -
0%, € TG AL W £ AU N OO RGN AU RS B DA EMAED LA Ra A A

N

;f listed by US authorities, to prevent them from obtaining American

"

{ technology in the future (37)]. )
N - d
4 The European jovernments reacted sharply to what they regarced as 3
y =4
§ American encroachment on their sovereignty, The Italian governmant 3
; ordered Nuovo Pignone in late July 1932 to fulfill its comtractual i
g oobligations 2o supply compressor stations, while the British ang ﬁ
'5 French governments ruled that their compantes could Legally 1gnore the ;
?‘ American sanctions, In early August, 8ritish and French comgcanies ;;
ﬁ were instructed 0y their governments to meet their contracts, angd the Zi
&) - 4
1: EEC orepared to challenge the legal valigity of the US sanctions. :?

For their parts, European firms instituted legal proceeding in US
courts against tnis American legislation,

Throughout Septemper, the American government, faced with this intense

‘:‘A'b‘&t Aty f:l. - ’ A

.‘

European opposition to the sanctionss, contemplatec applying less seve~-
Fi re penalties on companies in violation of the sanctions. In late Sep-
_ﬂ tember 1982, the uS House of Representatives passed a bill asking for
I repral of the restrictions. Ffinally, on the weekend of November 13-14

1982, the Reagan daministration lifted the June sanctions on European

alpt
s A

ﬁ firms exporting American oil and gas technology to the USSR, It accom-
o panied this action with the announcement that the European governments

'{ had in return ayreeg to cooperate with the US in tightening generat

% rules governing provision of technology and credits to the USSR,

:; The Fremch government denied the existence of such a deal,

;. In early 1983, Europea~ Jeliveries for the pipeline were moving ahead,
i but direct American involvement remained blocked, It the end, the US

:: action had not delayed completion of the pipeline to any significant

2
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b Table 9

Contracted Soviet Deliveries of Natural Gas to Wwestern
European Countries, as of end~-1682

Definite Buyers

2
e
oy west - 1.5 bcm per year over 25 years to Ruhrgas A5,
{; Germany Partiat celiveries to begin in 1984, FRuhrgas AG
oy “1ll supply Switzerland with 360 millian cm ner
- year beginning 1988 out of the 10.5 bem,
y Thnis figure reportedly includes deliveries of
N 7JJ million cm to West Bertin,
2
he ,
i France - 8 ocm per year over 25 years to Gaz de France,
i
L *\ 0
i . .
- Austria - 1.5 bem per year over 25 years to OMV AG, Has 0p-
v tion to purchase further 1 bcm per year.
£ ~
¥
e Switzerland - 360 million ¢m per year over 20 years to Swissgas :
N SA, To be suppliec by west Germany's Ruhrgas AG.
It .
L 3
jﬁﬁ Total - 20 bem per year,
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Italy

Total

*

The Netherlands, delgium and Spain were initially interested in
receiving up to 9 becm per year from the pipetine (5 bcm for Bel-
gium, and 2 bcm per year each for Netherlands and Spain), Redu-
ced demand for yas in Holtland and Belgium, caused by the economic
recession, anu the fact that the Soviet Union did not place targe
orders for equipment for the pipeline with companies in these
countries, has meant that there is no longer any immediate inte-
rest to buy gas trom the USSR. Furthermore, Belgium and Spain
will now be supplied with gas imported from Algeria to meet their

requirements,

T T Ny W N T L, T N e N Lo me S0 TS T U W e S R e e
Il Sttt TN O S N PG Rt S St 2

Other Buyerse

5 vem per year to Snam, (ontract was signed 3in
January 1982, but political dertate has delayed
ratification by the Italian governrent. Italy was
saia to be ready toc resume negotiations over Scviet
gas deliveries 1n March 1983,

8 ocm
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-] S5~




Table 10
western Eguipment Contribution to Soviet-west !
European Gas Pipeline ,as of enc=1982 .
Country Approximate Type of Egquipment “Companies i
Value of
Contracts
west Germany $1.,2 oillion Large-diameter pipe- Manne smann; -
lines; compressor AEG-Xanis / g
stations, turpines Salzgittar, =
and accesscries, truck Demag. .
craness general con- Liebherr ?
tracting and enginee- S
ring services for g
project provided by -
Mannesmann/Creusot=- -
Loire consortium !
fFrance $6646 million Large=-diameter pipe- Creusot-toire; K
Lines, compressors:. Vallourec, .
computerized equigp- Thomscn=CSF: v
ment, turbine rotors, Stein=-Heurtey: N
gas filtters and other Alsthom= 1
equipment: general Atlantique :
contracting and engi- .
neering services for .
project provigea Doy .
Mannesmann/Creusot- -
Loire consortium a
Italy $89J miLlion Large~diameter pipe- Nuovo Piynone. .
tines; steel plates. Finsider N
compressor stati1ons .
and turbines B
|
United $260 million Turbines and other John 8rown .
Xxingdom equipment; information Engineering:’ .
' systems and computer Rediffusion 3
terminals, firefighting Computers., -
and gas detecting Wwalter Kidde .
egquipment., gas condi- Co.s Plenty |
tioning equipment '
Austria Neda Large-diameter pipe=~ voest=-Alpine ;
' lLines .
|
-76= K
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Finland $93 million Building enclosures Metex Corp.: '
for compressor stations. Nokia flectro- -]
radio-telephone equip~- nics )
ment K
-
Japan $190 million pipelayers, excavators Komatsu, <ato
Other Countries with Lesser Interest
Switzerland Nede Mitling machines to Starrfras-
produce turbine blades maschinen AG.
4
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west
Germany

"rance

{taly

Sweden

Other

A

LS Ny

Table 11

Financing Arrangements for Western Deliveries to the Soviet-west
European Pipeline Projects as of ena=-198%2 [89]

$1,12 bpaillion creait agreement to finance equipment
contractss for an 8-year perioc at 7.8 percent, 2ffered
Dy a8 2anxing consortium {ed by Dertsche Bank, Guaranteecx
by the German government's Hermes (redit Insurance lo.

Additional credits at market rates to be regotiated 3n
a yearly Dasise.

$3.5 ovitlron cregit at 7,85 percent on 85 percent of
total loan, offereg oy Crecit Lyonnaise, Bangue de Paris
et ges Pays 3as and 3angue 1e {('Union Eurcpeenne, Cackez
bty government,

$340 million at market rates payacle over 8 years
teginning 1985, with no government guarantees, offered
by above oanks,

$5C0 million creagit.

$190 miltion credit to finance purchases of industrial
equipment and services related to the pipeline, offered
by Svensxa Handelsbank and Skandinavska Enskilda.,

3280 million over 7 years lent to Vneshtorgbank for
purcnases of Finsider (ltaly) steel products cestined for
the pipeline, by UK-based banking consortium led by Morgan
Grenfell.

$80 million credi1t at a 0.625 percent over Libor to finan-
ce purchase of [talian steel products destined for the
pipeline oy UK~-based banking consortium led by Lloyd's.

A consortium of Dutch banks led by Amsterdam-Rotterdam
Bank anuy Algemene Bank Nederland offered a credit line of
over 31 billion for the project. As the Soviets did not
use this credit, the Dutch offer lapsedg in March 1982,

Japan has also extended sizeable cregits to the USSR for

the purchase of wigde-diametre pipes. Some of the credit may
be applied to the purchase of pipes descined for the Soviet-
west European pipeline as well as for other projects in

the Soviet pipeline development program,
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Potential US TYecnnological Contribution to the Projects o)
Direct and Indirect

Caterpillar Tractor
Company

Dresser Industries

Cooper Indgustries

General Electric

PUK

Rockwell Interna-
tional

Table 12

Pipelayers (directly supplied)

furbine components, French subsidgiary
manufactures compressors

Turbine components, french firm has licence
to manufacture replacement parts for compres-~
sor stations

Rotors and blades for the turbines; turbines
for the compressors are of Gereral Electric
design, manufactured under licence by European
firms

Cobalt alloy technology for the manufacture
of rotor blades, licenced to French firm

Valves and gauges for compressor stations
(supplies French subsidiary)
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PART v, A (HANGING BALANCE OF DEPENDENCE

In the preceding pages we have traced the deteriorating oovsition of
oil and the risinyg importance of gas in Soviet energy exports to
western Europe. Wnat then are the implications of the Long=-term subd-
stitution of gas tor cil in Soviet exports, for the balance of energy
angd energy-relateg cvependence in Soviet-Wwest European relations?
de shall conclude with a few thoughts on this difficult and controver-
sial gquestion.

Wwe have seen that the Soviet share of west European oil imports was
marginal == never exceeding seven percent for Western Europe as a
whole, For those countries whose import dependence on Soviet o0il was
considerably greater than this average, the absoclute amounts were not
so Large as to maxe 1t difficult to find substitute supplies on world
markets. In sum, west European dependence on imports of Soviet oil
has never been great and i; likely to gecline, with what appears to be
a long term downwdard trend in the volume of Soviet oil exports to the
Wwest.

Soviet depengence on oil exports to the West was, on the other hand.,
very considerable, The value of oil and oil products in the total
value of Soviet exports to the industrial west {(excluding Finland)
had risen to 56 percent by 1981, Moreover, ocilt exports have served
not only as a major source of hard-currency revenues, but as a general
purpose source, Oil export revenues have supported, among others,
Soviet imports of western equipment and technology for a wide range of

purpose,

-80~
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R In these circumstances, the guestion ¢f West European gepencence on
B

g' Soviet energy supplies was not a critical policy issue for Western

governments, The policy context was radically alterecs, however, with

T
FRARAN

OXY)

the 1981-1982 agreements to raise tne volume of Wwest European imports

of Soviet gas by two to three times the 1980 ievel pefore the end of
the decade., The projected increase will significantly raise West
European import dependence on Soviet gas over the course of the 1980s.
Estimates indicate that by 1990 the USSR will meet some 32 percent

of the import needs of OECD-Europe [90]. Ffor several major west Euro-

[ Y

AR

pean countries, this share will be considerably higher, reaching a

e
aen

projected 100 percent for Austria, 25 percent for france, 30 percent
for the FRG and 35 percent for ltaly. The spectre was therefore
raised of significant potential Soviet leverage in the West European
‘market? for gasr, lLeverage which could be employed for political as

well as economic purposes [91].

is not excessive in terms of their overall energy consumption; that

it is offset by decl;ning dependence on Soviet oil;, that arrangements
"for emergency substitution from other sources are being made., and that
there is, in any cases no practical alternative [92]., It is inesca-
pable, however, that West European import dependence on Soviet gas
will be greater than it ever was on Soviet oil, if present plans are
carried out., This relationship is reinforced by the lLong-term, con-
tractual nature of the gas import arrangementss, within the framework
of compensation agreements on which repayment of West European credits

are dependent. Moreover, the magnitude of imports and especially the

-81-
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West Europeans have afgued that this import degendence on Soviet gas
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o nature of the gas sudoly system would make it impossitle reacily to

.
J SR LD |

{ substitute gas from other sources for Soviet gdas in the short run, as )

- was the case with oil. There s no Rotterdam spot market to call upon,

The projected decline in oil imports from the USSR therefore cannot
compensate for tne increase in import dependence c¢n Soviet gas.

- On the other hand, we have seen that expected gas export earnings
cannot play a role in the Soviet hard-currency balance of payments

; : aquivalent to that of oil, [n this sense there will be a marked loss

. in tne i1mport-finangcing capacity of energy exports with the shift in

0 structure from o1l to gas. It is highly unlikely that the projected

rise in gas earnings over the 1980s can rully offset the anticipated

.
I § RN

A fall in oil revenues. More certainly, and no less importantly, gas

» earnings cannot play the general purpose role of o0il revenues in the

Soviet balance of payments with the West. They will remain substan- .
o tially tied to purchases on credit of material and equipment for .
> :
:} the develcpment of the production and distribution capacity of the 4
"3: . . f
s Soviet gas sector, P
43, In the circumstances, gas exports cannot be easily turned on and off, T
(A o
&E as were 01l exports, tO meet current hard-currency revenue targets - ;
4.~ 9
s much less for other foreign policy purposes. As the overall role of p
D energy exports in the Soviet balance of payments with the West dimi-
ff nishes, the USSR will need every unit of convertible currency it can
N derive from gas exports. Gas exports, we conclude, cannot for the
:3 foreseeable future provide the Soviet Union with a flexible tool of ;
:; linkage diplomacy to employ in its relations with Western Europe, :
= 3
1
?:.‘ . R
b :': .
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FCOTNOTES

Wwhile there is no detailed history o1 the Russian-Soviet oil
industry available in English, the outlines of i1ts development
are presented in standard works on the 1ndustry, such as:
Campbell (1968) and Goldman (1980).

Inctuding Belgiums Denmark, Englands, France, Germany, Italy.,
the Netherlanas, Sweden and Spain,

Hartshorn (1967), p. 234,
Sutton, Volume 1 (1968), p. 42,

Hartshorn (1967), p.234,

lbid., p.235.

for example, a U,S. Department of State document published in
1961 concluded: "Foreign economic policy in the case of bloc
‘countries is an adjunct and tool of over-all foreign policy.,

and as such it is determined primarily by political conside~
rations, for this reason, economic policy must be viewed against
the broader background of foreign policy and the attempt to
enhance total communist power relative to that of the U,S.

and its allies"., Ihe_Sipo=-Sovief_fconomic_Qffensive_lhrough
1260, Intelliyence Report No.8426, March 21, 1961, g.1.

The U.S. oil industry charged that, "The Soviet Union is not

out simply to sell oil, but to disrupts, undermine and, if
possible, destroy the position of the private oil industry”
National Petroleum Council, lmpact_Qof Qil_Exoorts from the Soxiet
Blog, (Washingtons, 0.,(C.,1962), p.38. Both quotations are cited
in Spencer (1966), p.9%¢.

Adelman (1972), p.201; Spencer (1966), p.1037 Hartshorn (1967)
p.236.

See Table 1

In the years 1952-54, the cumulative trade deficit with the deve-
loped capitalist countries was 115 million rubles’ see Table 1,

Calculated on the basis of figures for "liquid fuel consumption"
in United Nations, Waocrld_Enecgy.Sugalises.

Adelman (1972), p.201,
In a detailed study of Soviet behaviour in Western export markets,

Wwolf concluded that more often than not the Soviet Union is a
"oprice follower"”, even in markets where it has potential market
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power, Seae T,.Wolf, "Soviet Market Power and Pricing Sehaviour
in WJdestern Export Markets”, Sgyiet_Stugigss, XXxXIVs, & (Octooer

- 19 8 2 ), PP S 2 9= S 45 .

Petroleum_Press._Seryige, May 1972, o.162.

This possibility was mentioned by Abraham S, Becker, in "0il and
the Persian Gult in Soviet Policy in the 1670s", in M, {ofino anaz

S. Shamir (eas), Ihe _USSR_ang_the_Midgle_Easi» (New York: John
Wiley ang Sons)., 1973,

There is some evigdence that at this time the USSR was encouraging
its East European allies to curtail their growing reliance on
Soviet o1l by 1ncreasing their imports from the Middle East.

See: Hannigan ang McMillan (198%a), ¢,.20.

Subsequent to the Teheran ang Tripoly agreements on february and
Marchs, 1971, the average worlag price of crude 0il increased sub-
stantially, [In specific casess posted prices for Micdle Eastern
trude rose vy more than %2 percent, See: T.Rifai, Ihe_ Prigcing
gf Crudes _Econgmic_ang_Strategic_Guigelines for arc_lJlriercationald
Epergy_Poligys, Nes York: Praeger, 1974, chapter 16,

For a more detailed account of Soviet oil exports and the balance
of trade after 1972, see Goldman (1980), po.92-98,

The industrial strategy and other policy motivation underlying
the expansion of Soviet economic relations with the West at
this time have deen subject to extensive analysis., See, for
example, J, Brougher, "USSR Foreign Trade: A Greater Role for
Trade with tne west"”, and P, Hanson, "International Technology
Transfer From the west to the USSR", both in Soyief_Egcgonomy_1in
a_New._Persnectixer, A Compendium of Papers submitted to the
Joint Economic Committee, Congress of the United States.,
washington D,C.: Government Printing Office, 1976, Rising grain
imports reflected the Soviet decision to develop production of
meat and dairy product and therefore to offset bad harvests
through imports rather than by slaughtering Livestock,

In 1975, the Soviet 0il Minister expressed publicly his concern
over the falling reserves-to-production ratio. See Petroleun
Ecooomist, March 1975, p.86, and June 1976, 0,205, Soviet
publications appearing in 1977 concluded that the USSR's future
oil production potential was much less optimistic than hac been
previously thought., For a concise review of the Soviet literature
on this subjects, see Meyerhoff (1980), pp. 111=-118,

West Siberian o1l oroduction was scheduled to rise from 142 mmt
in 1975 to 305 mm in 1980, an average annual rate of growth of
16 percent, From gata in Dienes and Shabadg (1979), p.4?7,

CIA (1977a), (19770),
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23. Targets for 0il proguction 1n tna current (1981-8S) plan oerio0d
show that oViL prouuction is scheduleg to rise at a low annual
rate of between U.0 and 1,4 perceni.

24, The estimate is from J.P.,Rivardr., "Soviet Petroleum Proscects:
A Western Geologists View"'., in Jcint Economic (ommittee, Congress
of the United States, Epargy.in_Sgxier.2gligyr (Washington, D.C.:
GPO), 1981,

25. The 1980 Soviet foreign trade yearbook shows a3 surplus with
those countries making up the category "developed capitalist
countries”, (onsequently, there are numercus reports of a
1980 Soviet surplus in hard currency trade. When Soviet-finnisnh
trade is substracted howevers, the balance shows 3 very moderate
(18 million ruble) deficit, We think this 1§ a3 Tetter refiacticn
of Soviet harau currency trade.

26, N, Baybakov, "The Five-Year Plan in Action", Plangygoe_Khoziiistiyor
N°.1l 1982' DD.3'15.

27, See Bergson (1981),
28. Hannigan and McMillan (1981a), p.32.

29. This goal set forth in a resolution of the Central Committee
of the Communist Party of the Soviet Union in May 1981, entitled
“On the Basic Guidelines and Measures for Raising the Effecti~
veness in the Use of fuel=-Energy Resources in the Economy during
1981-85 and in the Period up to 1990", The rescluticn also
stated that fuel consumption in 1990 was to be 180-190 mmt less
than in 1985, (Ekgpngmicheskaia_Gazeta, No.21, May 1981, ».3).
Total fuel consumption (measured in standard fuel equivalents)
was 1,629 mmt in 1979, according to official Soviet statistics

-in NarQedpoe Khp2iaisiy9o SSSR.x.12729.g., p.57.

30. The data for the 1970s are derived from Western foreign trade
statistics as the Soviet Union had by then ceased giving separate
volume figures for crude and product exports.

31. This condition depends upon the price relationship between oil
products and crude, but generally speaking, the value added in the

refining process would give the Soviet Union additional hard
currency proceeds, See Camobell (1976), p.79.

32. 0il_apngd_Gas_Jourpal. November 22, 1976+, p.67.

33. Petroleyn_£congmist-, September 1977, p.351.

34, petroleun_lotelligence_Weekly, December 3, 1979, p.2.
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Under the agreement, Rhone=-Poulenc 4ill supply the USSR witn
chemical plants anag assorted chemicals, in return for a mix

of crude o1l ang oil procucts, among other products. £indngial
Iimes_gof _Longgop, Decemoer 15, 1980, p.3’/ ard lhe_fconomisis
December 20, 1980, p.69.

Estimates were vased on the targeted annual growth of C,4-1.4
percent for petroleum production and 3,4-3,7 percent for national
income, in 1981-35. On the basis of 1976-80 performance, it was
assumed that the Jrowth of petroleum consumption would not De
reduced below the rate of growtn of national income. Annual
deliveries to the (omecon countries were assumed to be maintained
as announced, at their 1980 level. Ffor more cetails, see Hannijan
and McMillan (19%1p0), Appendix.

One often overtooked possioility 1s that the Soviet Union could

draw upon wnatever o011l stocks 1t has to raise exports to western
Europe. The size of their inventory at year-end 198C, iss how-

ever, unknown.

financial_Iimes_of_Lgondog, March 10, 1981, p.1.

Eastzuest_Jrade_foungcil_Newslegter, February 17, 1981, 0.5,
citing Perraoleunm_lotelliigence_deekly of February 2, 1981.

Glgbe_and_Mail, (Toronto)., July 8, 1981, o. B23.

eetroleum_lptelligepnce_yeekiys, January 25, 1982 ancd Glgbe_and_Maal
(Toronto), Apral 10, 198%, n.81.

Ihe_Economist, April 16, 1983, p.73,
Detailed stuoies of the Soviet gas industry over the past two

decades include Campbell (1968), Orudzhev (19768), ClA (1678),
Dienes and Shabag (1979), and Stern (1980),

Based upon gata from United Nations, World_ Energy_sSupplies
195021224, New York: united Nations, 1976,

The rationale Lying behind these imports, and a general analysis
of the two arrangements can be found in Hannigan and McMitlan
(1982).

The Bratstvo system was inaugurated in 1967, and delivered gas
to Poland and Czechoslovakia, as well as to Austria,

The GDR also began to receive Soviet gas through the expanded
Bratstvo system in 1973,

Qil_aad.Gas_dQucoals August 14, 1972, p.59.

For a case stuay of the Orenburg natural gas project see Hannigan
(1980),
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50. Dienes and Snavay (1979), op.7?0=-"1,

Y
«

1
&
51. See Stern (1361). {
:

52. Czechoslovakia atlsc expanded 1t
the growth in ygas exports tn we

Ukt
828 .52

s jas Transit system to acccmmodilte
stern Euroce,

Ak
Y )

A

53. It may be recalled that tJrengoi was also the fielc meant to source
the North Star LNG projects, the aborted HS=S2viet plan t2 export
LNG from Murmansk to the Atiantic Seaboard of the United States,
For anm extensive case study sees, J.T., Kosnik, Natural_Gas_lmoorts

from_the_Soyiet._uoigpi_finangcing_the_Norib_Stac_dieint._¥entuce
Prgiegcts, New York: Praeger, 1975S.

Dienes and Shabad (197%), p.91, citing Praxdd anc £xopgmigphesxala
Gazeta.

Further details of the arrangement, and an analysis of individual
country motivation for entering such a deal are presented in
Hannigan and McMillan (1982).

See Campbell (1980a), Chapter 7, and Campbell (198Ct).
Campbell (198Ua), pp.212 passim,
Probst (1971), p.S53.

The criteria for making the decision regarding domestic develop-
ment or import are difficult to discern, As Campbell 719800D),
Pel26 says: "The more carefully I examine what is said in Soviet
sources about this case the more [ doubt that the USSR has any
systematic way of making an explicit choice between domestic

R8D0 and foreign technology”.

Campbell (198Ub), pp.9-12. :

|
The compensation format is a preferred method of the USSR for 3
doing business with Western companies. Although first employed 3
in the natural gas sector, compensation deals in East-west trade ;
have been extended to other sectors (chemicalss, pulp and paper)., v
Soviet literature on the subject is extensive, some of the .
sources beiny Voinov (1974), Sushkov (1977), Ponomaryov (1978), K
and Savin (19380). g
foreign_Icade_U3SB, No.3, 1980, p.19. 3

o
This estimate is pased on several press regcorts of the volumc and 5
value of pipe sales. Petroleyn_Press.Secyiger June 1970, pp.207-8; R

0il.and_Gas.leucaals July 17, 1972, p.?4; EastizWest_larketse
November 4, 1974, p.4; Eipansial_lines, September 15, 1977, p.7:;
Eipaogcial _Iimgss, June 15, 1979, p.21; Business.and_Icrade., vol.8,
No.21, February 27, 1980, p.3/ and Eipapncial_limes, April 4, 1981,
P.Je
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5. RN

64, Calculateg frum Yyneshnialia_Toraoylia_3832» various years, and
using an average ruble-dollar 2xchange rate for each year,

|

[
6€5. This cenclusion 15 also uphelc by other western analysts. See ]
Stern (198(0), p.125+, and his ci1tation on p.79 from 2., Zeman and N
J. Zoubek., (omecaa_2il_and_Gas_within_the_Qyz2rall _Epscgz_loatexts
London: Finagncial Times Lta., 19727, R
—
6, Testimony of Deputy Director, Defense Intelligence Agency before ’q
the Subcommittee on International Trade, fFinance and Security :
Economics of the Joint Economic Ccmmnittee, US Congresss July 3. o
1987 . o
67. The five comestic lLines are Urengoci~hovopskov (3.57C km', Urengoi=- ®
Griazovets (1440 xm)s Urengoi-Petrovsk (2319 km), Urengoi-Centra ®

(3,423 km), ano tne second Urengci-Centre (3,334 km), Sorsialls-
tigheskaig_ Ingustriiar, April 14, 1982, p.2. Translated in JPRS
NOoL81167, Thnere have been several references to six domestic
pipelines instead of five, Dut to the test of cur knowledge the
Soviet Union plans only five cQuring the current Five-Year Plan
periocd (1981-s5).
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"l‘
PR AL R

v

63. Orudzhev (1976), p.128. A E;
67. lbig, p.128. -
73. Cz=2ghoslovak.facgiyn_Icadsd, No.?, 1979, p.26.

71. For details of tnis arrangement see Hannigan ancd McMillan (1982),

72, Czeghoslovax_fQreign_Irade, Nos. 1-2, 1679, and Egst-Eurapean
darketss, Issue NO.13, November 16, 1981, p.b.

73, Dienes and Shabad (1979), p.92,

764. L,Hrudka, "Construction of the fourth Czechoslovak Pipeline g
Readied”, Ryge_Praxa, (Prague), 29 October, 1982, p.1 and N
“rz2echostovakia - The Largest Transporter of Natural Gas", A

Czechosloyvak fqoreign_ Icade, Mo.11, 1982, pp.24-25. The planned
completion date is 1983, '

75, Einangigl_Iimes_qf_London, October 21, 1981, p.1, citing Mr, Yur:
Baranovsky, Chairman of Soyuc¢gazexport.

76, Learned durinyg conversation with Hungarian officials in Spring
1982.

7?7. Exgnogmighessaia.Guectar No.13, (March), 1981, p,2., For comparison,

' : .
e the capacity of these compressors stati1ons is greater than the
; entire nucledr power generating capacity 1n the USSR in 1980,
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This section 1s Dased on numerous reports from the Western oress,
supplemented «with some reports trum the Soviet and East Eurodean
press. In particylar, the Elpangial_limes, the £gonomist.

Business_Sastern_furoper Sgyiel._gusiness.and_Irage ana fQre:ian
Icage (Moscow) were used as primary sources.,

Sources differ 3as to the exact length of the pipeline. The figure
cited here is for that portion of the Line strung within the bor-
ders of the USSR, from the Urengoi fields to Uzhgorod. The figure
is from S.Baigarov, "Kilometer after Kilometer"™, APN_(Agance_Press
Novastid_.Dailx_News {(Moscow), 17 November, 1982, p.1. The {zecho-
slovak portion of the pipeline, from Uzhgorod to the West German
border, is reported to be 860 km long: Lumir Hrudka, "Construction
of the Fourth (zechoslovak Pipeline Reaciea”, RByde_Praxg (Prague),
29 October, 1982, po.1. The total length of the pipeline, from
Wwestern Siberia to West Germany, should therefore be about 5,300
km, However, Soviet purchases of wide-diameter pipe and of equip-
ment are destined for the portion of the pipeline Llocatec within
the borders of the USSR,

The USSR was originally seeking as much as $13 pillion in Western
creditss, but this has been cut back to about $5 billion (to date).
Numerous delays marked the course of negotiations on financial
arrangements, primarily because of soaring prime rates in Western
Europe in late 1930s and 1981,

The management fee is 6-7 percent of the total cost of the project,

Michel Herblay, "La Logique du Gaz", L'Expapnsigon, No.187, 19
février - 4 mars 1982, p.89.

Soviet Business_and_lcader Vol.X, Issue 5, August 21, 1981, p.1.

Wilfrid Prewos, "The Pipeline: White Elephant or Trojan Horse?",
Ihe Wall_Stregt. lournal, September 28, 1982, p.34. Also the
fipancial._limes of London, November 20, 1981, p.14, and November
22, 1981, p.be :

The Carter Administration, in retaliation to the Soviet invasion
of Afghanistan, had already sharply curtailed American exports

of high technoloyy to the USSR, while also imposing an embargo

on shipment of grain» phosphates and goods destined for the 1980
Olympic games, With the support of Senator denrv Jackson, Zbigniew
Brzezinski had pressed for a complete ban on American exports of
high technology, while Carter chose instead to curtail exports of
manufacturing technology and know=-how, In the o0il and gas sector.,
shipments of equipment, but not of manufacturing technology, were
permitted, provided they were licensed., Busingss_Week, July 28,
1980, pp. S54-59.

Oftice of Technology Assessment, "“Technology and Soviet Energy
Availability”, Conygress of the United States, Washington D,C..
US GPO, November, 1981,
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87, Ihe_Egcgooomist, August 7, 1982, p.SS.

83, Statement £,A, Hewett submitted to the Subcommittee on [Internatio-
nal Economi¢c Policy of the US Senate Committee on Foreign Rela-
tions hearings on US Export Controls and the Soviet/West furooean
gas pipeline, July 30, 1982.

89. Figures 1ndicated have been converted to US dollars using 1982
mid-year excnhangye rates,

90, International Energy Agency, Natural_Gas_to_the_Year_ 2003, Paris,
19821 000120-1220

%1, G.Crovitz, "The Soviet Pipeline a Bac ldea Mace Worse", Ihe_uwacrlsg
Econamys vol.5s NOJb&s Dec.1982, pp.407-409, ind W, Prewos, OD.C1 L,

92, w.MUlLler (1981) ang Deutches Institut fUr wWirtschaftsforschung,
“"Erdgas aus der Sowjetunion", Wochepoberight, No.14, 1981,
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